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MATERIALS RELATIVE TO COMPETITION IN THE REGULATED 
CIVIL AVIATION INDUSTRY, 1956 


PART I. LETTER FROM THE HONORABLE JOHN SPARKMAN, 
CHAIRMAN, SENATE SMALL BUSINESS COMMITTEE, TO 
THE HONORABLE ROSS RIZLEY, CHAIRMAN, CIVIL AERO- 
NAUTICS BOARD, TRANSMITTING QUESTIONNAIRE 


Unirep STates SENATE, 
SeLect ComMITTEE ON SMALL BusINEss, 
October 12, 1955. 
Hon. Ross Riziey, 
Chairman, Cinl Aeronautics Board, 
Washington 25, D. C. 

Dear Mr. Cuairman: As you know, the Senate Small Business 
Committee has long taken an active interest in the civil aviation 
industry. In 1952, at my request, the Board compiled a most inter- 
esting and comprehensive report for the committee on the Role of 
Competition in Commercial Air Transporation. 

It appears that developments in the past 3 years warrant a reexam- 
ination of that subject. Therefore, I am transmitting to you a 
questionnaire outlining specific areas in which our committee is inter- 
ested. Let me assure you, however, that I have no wish to limit you 
to those questions, but would be most pleased to receive any addi- 
tional data or views the Board wishes to express. Your 1952 report 
to us might serve as a pattern for this supplemental presentation. 

While I recognize that some compilations of Board statistics may 
be necessary to answer our questions, I would appreciate a response 
by the middle of November, so that the committee may analyze 
your replies before the opening of the next session of Congress. 

With best personal wishes. 

Sincerely yours, 
JOHN SPARKMAN, Chairman. 

1. What significant changes have taken place in the airline industry 
since the Board submitted its report on ‘The Role of Competition in 
Commercial Air Transportation” to this committee in 1952? 

2. How does the Commission interpret ‘public convenience and 
necessity’’ as used in the Civil Aeronautics Act? 

3. What weight does the Board assign to competition as a compo- 
nent of the public interest? 

4. What are the economic characteristics of the airline industry? 
In what respects are they similar to, and different from those of other 
transportation industries? 

5. To what extent does the Board regard airlines as a typical public 
utility (like gas or electric companies, for example)? 
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How does the Board define effective competition in the airline 
industry? What are the essential prerequisites for achieving effective 
competition over particular routes, in particular regions, and in the 
Nation generally? 

What is the Board’s estimate as to the cost of entering the airline 
industry, i. e., the capital investment required to launch a new national 
passenger trunkline? A regional carrier? A feeder line? 

8. Why and to what extent should freedom of entry into the airline 
industry be restricted? What, if any, are the dangers of unrestrained 
competition in this industry? 

From time to time it has been suggested that there is excessive 
competition in the airline industry, and that the industry should there- 
fore be reorganized into 3 or 4 major trunklines competing on a na- 
tional basis. What is the Board’s position with respect to such a 
proposal? 

10. What economic standards has the Board set up to judge certifi- 
cate applications for domestic passenger trunkline service? For ex- 
ample, is the Board more likely to c ertificate a newcomer proposing to 
serve larger towns in dense traffic territory, or smaller towns in thin 
traffic territory? Are there any Board procedures or policies enabling 
a newcomer to be certificated for small-town as well as large-town 
domestic passenger trunkline service? If so, what are the procedures 
or policies? 

. How does the Board square its decision in the Transcontinental 
Coach Type Service case (14 CAB 720) with the Reopened Milwaukee- 
New York Restriction Case (E-9538)? Why is the development of 
coach service regarded as a rate problem in the case of prospective 
newcomers, but as a route problem in the case of extending the 
sg oe of grandfather carriers? 

What is the economic theory behind the Denver Service Case? 
W hal is the economic basis for expanding competition among the 
grandfather carriers rather than certificating new carriers? 

To what extent has the Board attempted to increase competition 
by extending the authorization of the Big Four? Please cite the 
specific routes over which competition has been increased since 1949 
(by year) by extending the operating authority of the Big Four. 

14. To what extent has the Board attempted to increase competition 
by extending the authorization of grandfather carriers other than the 
Big Four? Please cite the specific routes over which competition has 
been increased since 1949 (by year) by extending the operating author- 
ity of the grandfather carriers other than the Big Four. 

To what extent has the Board attempted to increase passenger 
trunkline competition by extending the authorization of the feeder 
lines? Please cite specific routes over which competition has been 
increased since 1949 (by year) by extending the operating authority 
of feeder lines. 

16. In determining bow a prospective increase in traffic is to be allo- 
sated over a particular route, how does the Board decide whether to 
extend the operating authority of the Big Four, other grandfather car- 
riers, the feeder lines, or to certificate newcomers to the industry? 
How does the Board decide which carrier or carriers in the above 
categories are to be given extension authorizations? To what extent 
are the Board’s decisions in this matter based on economic analysis 
studies by its staff? Please provide samples of such staff studies. 
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. What has been the annual growth of each of the grandfather 
carriers (in terms of passengers, revenue miles, etc.) since World War 
11? What has been the annual growth of each of the feeder lines 
since World War Il? What has been the annual growth of each of the 
nonscheduled carriers since World War II? What has been the annua! 
growtb of each of the certificated cargo carriers since World War I]? 
What has been the annual growth of the noncertificated cargo carriers 
since World War Il? Please supply the above information in tabular 
form indicating absolute, relative, and cumulative percentage growth 
of each carrier. 

18. What new passenger trunkline routes were authorized by the 
Board between 1949 and 1954 (by Year) which were competitive with 
existing certificated trunkline service? Please specify the percentage 
of 1954 traffic carried by the newcomer (newcomers) on each of the 
above routes. How does the newcomer’s (newcomers’) 1954 volume 
of traffic compare with the increase in total traffic over each of the 
above routes between the time of the newcomer’s (newceomers’) 
certification and 1954? 

19. What proportion of the Nation’s 1954 traffic was carried on 
routes where new competition among grandfather carriers was author- 
ized by the Board between 1949 and 1954? 

20. What are the more importaat operating cost, subsidy, and profit 
comparisons by carrier for each of the years since World War II? 
Please supply this information for trunkline, feeder, and nonscheduled 
passenger carriers as well as certificated and noncertificated cargo 
carriers. 

21. What is the cost breakdown on seat-mile and plane-mile for 
different types of equipment (DC-—3’s, Stratocruisers, etc.) now in use 
by the passenger carriers? 

22. Has the Board made a cost study of airline passenger operations 
which distinguishes between out-of-pocket (variable) and fixed (con- 
stant) costs such as was prepared by the ICC Bureau of Accounts, 
Cost Finding and Valuation in “Explanation of Rail Cost Finding 
Procedures and Principles Relating to the Use of Costs’? (November 
1954)? If so, please supply the Board’s findings. If not, what cost 
information has the Board assembled on the basis of which it can 
discharge its statutory obligations? 

23. What is the relation between size of firm and efficiency in trunk 
line passenger operations? What studies has the Board made to 
determine the ‘“‘optimum”’ size of a passenger trunkline carrier? 

24. What is the elasticity of demand for trunkline passenger service? 
What studies has the Board made (or does the Board rely on) to 
determine the elasticity of such demand? 

25. What has been the annual rate of growth in the demand for 
trunkline passenger service for each year since 1938? Please supply 
the absolute, relative, and cumulative percentage growth figures. 

26. In what other industries with a comparable growth record, has 
entry been foreclosed by Government action for more than 17 years? 
Are the economic characteristics of such industries similar to those of 
the airlines? In what respects? 

27. What are the forecasts with respect to the demand for airline 
passenger service in the next 5 years? In the next 10 years? 

28. What effect would a substantial decline in demand have on the 
financial soundness and competitive vigor of the airline industry? 
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29. What effect would a substantial increase in demand have on the 
competitive opportunities of feeder lines to obtain trunkline certifi- 
cates? On the competitive opportunity of nonscheduled carriers 
to obtain trunkline certificates? 

30. In permitting TWA, American, and United to reduce their 
transcontinental coach fares to the level of the nonscheduled airlines, 
has the Board taken any steps to insure similar rate reductions on 
Too where there is no nonsked competition? 

Are the new transcontinental coach fares of TWA, Amerie: an, 
a: United disc ‘riminatory with respect to other cities served by these 
carriers where there is no nonsked competition? If so, what steps has 
the Board taken to end this discrimination? 

32. What is the Board’s position with respect to awarding airmail 
pre ts on a competitive bid basis? 

According to newspaper reports, the Board has granted Carib- 
ees Air Transport Association carriers antitrust immunity to enter 
into rate discussions with Pan American Airways with respect to the 
Florida-Central America air-cargo trade. What procedures does the 
Board follow in granting such immunity? What safeguards are pro- 
vided to protect the public interest? 

34. What is the Board’s position with respect to the recommenda- 
tions of the President’s Committee on Civil Air Transportation? 
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PART II. LETTER FROM MR. RIZLEY TO SENATOR SPARK- 
MAN TRANSMITTING REPLIES OF THE CAB TO THE COM- 
MITTEE’S QUESTIONS 

Civit Agronavtics Boarp, 
Washington, December 14, 1955. 
Hon. JoHn SPARKMAN, 
United States Senate, 
Washington 25, D. C. 

Dear SENATOR SPARKMAN: The answers to the questions in your 
letter of October 12, 1955, are enclosed. 

In addition to answering the specific questions you have raised, 
we would like to take this opportunity to call your attention to several 
important decisions released by the Board in recent weeks. We 
trust this will be helpful to you as general background in evaluating 
our answers to the specific questions you have asked. 

The decisions referred to above contain, of course, the most recent 
expressions of the Board pertaining to competitive air transport 
services, and dispose of a substantial part of the Board’s current 
review of the need for new and additional competitive services over 
many of the Nation’s most heavily traveled routes. In the course 
of this major review, the Board has issued decisions in the New York- 
Chicago Service case, the Denver Service case,’ and the Additional 
Southwest-Northeast Service case.' All of these decisions have bad the 
effect of substantially expanding the amount of authorized competitive 
services in the areas covered by the proceedings. In addition to 
these area route cases, the Board issued opinions in the ACTA- 
IMATA Commercial Charter Exchange Investigation’ and the Large 
Irregular Air Carrier Investigation.’ These decisions contain the 
most recent expressions of the Board with respect to the role of the 
large irregular carriers and they indicate a new and more liberal 
policy with respect to the permissible operations of these carriers. 
As a result of these decisions the operating authority of the large 
irregular carriers to provide supplemental service has been substan- 
tially extended. (Copies of the decisions referred to above are 
enclosed.) 

Vice Chairman Adams wishes to have it pointed out that his posi- 
tion has, since 1951, differed from that of a majority of the Board in 
the low-fare aircoach field. His dissenting opinions in the Trans- 
continental Coach-Type Service case,* and in the two Board decisions 
relating to the need for a general passenger fare investigation * are 
attached hereto. The vice chairman’s views as reflected in these 
dissents are particularly applicable to your questions Nos. 8, 10, 11, 
30, and 31. 

If further information is desired, please write again. 

Sincerely yours, 
Ross Rizuey, 
Chairman. 


x 1 a decisions are still subject to modification by the Board in response to petitions for reconsideration 
y the parties. 

2 Transcontinental Coach-Type Service case, Docket No. 3397, Order Serial No. E-5840, decided November 
7, 1951; Order Denying Petitions for Reconsideration, Order Serial No. E-6262, issued March 27, 1952. 

3 General Passenger Fare Investigation, Docket No. 5509, Order Serial No. E-6305, decided April 9, 1952; 
Petitions for Reconsideration, Order Serial No. E-7376, issued May 14, 1953. 


5 
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Question 1. What significant changes have taken place in the airline 
industry since the Board submitted its report on the Role of 
Competition in Commercial Air Transportation to this committee 
in 1952? 

Answer. The study of competition submitted to the committee by 
the Board on August 29, 1952 reviewed the major developments in the 
airline industry during the period following the passage of the Civil 
Aeronautics Act of 1938 through the year 1951. Particular note was 
made of the vast increase in the scope and volume of airline services, 
the reduction in the price of airline services to the traveling public, 
improvements in the safety, speed and comfort of air transportation, 
and the important strides toward achievement of commercial self- 
sufficiency. It was also noted that the extent and intensity of compe- 
tition among air carriers had been progressively increased thereby 
making available the advantages of competition to a growing segment 
of the traveling and shipping public. Since 1951 the industry has 
moved further along the same paths of progress, expanding services to 
the public at lower rates, greater speed and comfort, and at diminished 
cost to the taxpayer. 

The volume of capacity offered to the public by United States 
air carriers in scheduled operations at home and abroad totaled 
4,362,000,000 available ton-miles in 1954 as compared with 
2,752,000,000 available ton-miles in 1951. Over 35 million revenue 
passengers accounting for almost 22 billion revenue passenger-miles 
were transported in 1954 as against totals of 24,670,000 passengers 
and over 13 billion revenue passenger-miles in 1951. Commercial 
revenues increased from less than $1 billion in 1951 to over $1.3 
billion in 1954. 

Among the more noteworthy developments of the period is the tre- 
mendous expansion of coach services. A very substantial portion of 
the increased capacity made available to the public has been in the 
form of low-fare coach service. As a result of this development, the 
average fare per mile paid by the user of domestic air transportation 
declined from 5.59 cents in 1951 to 5.37 cents in 1954. This decline 
is even more significant when it is recalled that it occurred in the face 
of a general trend of increasing price levels throughout the economy. 

Financially, the very substantial increases in traffic have been re- 
flected in improved expense-revenue relationships, reduced dependence 
on subsidy support and improved earnings position of nonsubsidized 
carriers. Despite the much larger volume of services performed by 
the airlines during the fiscal year ended June 30, 1955 as compared 
with fiscal year 1951 subsidy payments have declined from $76,657 ,000 
to $55,728,000. Moreover, during the more recent period 11 of the 
13 domestic trunkline carriers no longer received subsidy support and 
subsidy was no longer required for an extensive part of the inter- 
national operations conducted. 

Technologically, continued advancement in aircraft design resulted 
in further improvements in the comfort, safety, and speed of air trans- 
portation made available to the public. The introduction of new 
long-range aircraft of Constellation 1049 and Douglas DC—7 types 
during the period have made feasible for the first time the operation 
of transcontinental nonstop flights, reducing flight time between New 
York and Los Angeles to 7 hours, 15 minutes eastbound. The develop- 
ments of most far-reaching consequence, however, are the industry’s 
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first steps toward the jet age. Service has been inaugurated by 
Capital Airlines with turbo prop Viscount aircraft. A number of ou 
leading airlines have entered into firm commitments for the purchase 
of jet aircraft for future delivery. It is not possible at this time to 
fully evaluate implications of jet operations but it may be anticipated 
that further recasting of the route structure will be necessary to insure 
that it is adequately adapted to the requirements of efficient jet opera- 
tions. A preview of the major problems to be faced in the transition 
to jet operations is indicated by the unparalleled financing programs 
required to consummate the initial jet aircraft purchases. According 
to recent trade accounts, orders placed for jet equipment by United 
(approximately $175 million) and Pan American (approximately $259 
million) alone exceed the carriers’ total present net investment in 
property and equipment and exceed the total 1946 net investment of 
all air carriers. 

Finally, the amount of authorized competition between carriers has 
been increased by route awards of the Board. However, the most 
significant development in this respect is the review currently under- 
way to determine the need for new and additional competitive services 
over many of the Nation’s most heavily traveled routes. In the course 
of this review, decisions in the New York-Chicago Service case, Docket 
No. 986, et al., the Denver Service case, Docket No. 1841, et al., and the 
Additional Southwest-Northeast Service case, Docket No. 2355, et al., 
have been issued substantially expanding the amount of authorized 
competitive services in the areas covered by the proceedings. Copies 
of the decisions are attached hereto for the information of the com- 
mittee. Soon to be decided by the Board is the New York-Florida 
proceeding. This proceeding involves a host of applications for serv- 
ices along a seaboard strip between New England and Florida. More 
recently, moreover, the Board has set down for hearing a proceeding 
involving applications for new services between the Great Lakes area 
and Florida. Many of the authorizations sought in this proceeding 
seek to duplicate the existing authorizations of other carriers. 


Question. 2. How does the Commission interpret “public convenience 
and necessity’ as used in the Civil Aeronautics Act? 

Answer. The basic standards applied by the Board in determining 
public convenience and necessity are those prescribed by the Congress 
in the ‘declaration of policy”’ set forth as section 2 of the act. ‘That 
section provides that in the exercise and performance of its powers and 
duties under the act the Board shall consider the following, among 
other things, as being in the public interest and in accordance with 
the public convenience and necessity: 

(a) The encouragement and development of an air transporta- 
tion system properly adapted to the present and future needs of 
the foreign and domestic commerce of the United States, of 
the postal service, and of the national defense: 

(b) The regulation of air transportation in such manner as to 
recognize and preserve the inherent advantages of, assure the 
highest degree of safety in, and foster sound economic conditions 
in, such transportation, and to improve the relations between, 
and coordinate transportation by, air carriers; 

(c) The promotion of adequate, economical, and efficient service 
by air carriers at reasonable charges, without unjust discrimina- 





MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


tions, undue preferences or advantages, or unfair or destructive 
competitive practices; 

(d) Competition to the extent necessary to assure the sound 
development of an air transportation system properly adapted 
to the needs of the foreign and domestic commerce of the United 
States, of the postal service, and of the national defense; 

(e) The regulation of air commerce in such manner as to best 
promote its de velopment and safety; and 

(f) The encouragement and development of civil aeronautics. 

An examination of the congressional policy against the ov erall 
statutory plan as revealed by the various sections of the act taken as a 
whole establishes that in determining whether a particular proposal is 
in accordance with the public convenience and necessity the Board 
must apply the specified standards so as to maintain an appropriate 
equilibrium between the two major policies of the act—that of con- 
trolling the air transport industry along the traditional lines of public 
utility regulation and that of fostering and promoting air transporta- 
tion. In some of the earliest cases in which a carrier was authorized 
to extend its routes, the Board in attempting to spell out the elements 
of public convenience and necessity in greater detail set forth specific 
criteria which are frequently referred to in later discussions. How- 
ever, the very nature of the public convenience and necessity concept 
is such that this and other attempts to set forth a general definition of 
public convenience and necessity have necessarily been in broad terms 
and in their application have required a balancing of the various 
factors in the light of the facts of each particular case. In applying 
to a dynamic industry like air transportation a large number of diverse, 
changing and complex considerations under widely varying factual 
situations, it is probably impossible, and the Board has not attempted, 
to set forth any rule that can be applied to each case with mathe- 
matical precision. 

Question. 3. What weight does the Board assign to competition 

as a component of the public interest? 

Answer. While it is not possible to assign a quantitative value to 
the weight assigned to the need for competition as a component of 
the public interest, it is clear from Board decisions that the need 
for competition is a major element in such decisions. 

The Board has consistently regarded effective competition as a 
necessary and practical means of assuring the maintenance of a higher 
quality of service than could be achieved by complete reliance on 
regulatory control, and the important weight accorded the need 
for competition is evidenced in the fact that the Board has pursued 
a policy of authorizing the maximum amount of competition consis- 
tent with the sound developement of the air transportation system. 


Question. 4. What are the economic characteristics of the airline 
industry? In what respects are they similar to, and different 
from, those of other transportation industries? 

Answer. Air transportation is still in the growth stage of develop- 
ment. It is a form of transportation selling the fastest and most 
convenient form of travel, but generally at premium prices. The 
demand for air transportation is highly elastic and it is therefore 
essential that fares be fixed at the lowest level consistent with the 
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earning of a fair return if the traffic potential is to be developed to 
the fullest extent. 

As in other forms of transportation, the commodity produced by 
the airlines is nonstorable and thus the load factor—the amount of 
seat-miles sold relative to the amount of seat-miles produced 
is critical. The leverage effects of fluctuation in the passenger 
load factor upon the profit position of a carrier are large. This 
factor, coupled with the fact that the air transport industry is char- 
acterized by a relatively small investment in relation to the amount 
of business transacted, accounts in large part for the violent fluctua- 
tions in the profit returns of the industry in past periods. 

Air transportation is similar to other transportation forms in the 
fact that the commodity produced is nonstorable. In terms of the 
investment size in relation to business transacted, it lies between the 
rails and the motors, but much closer to the latter. It differs most 
markedly from all other forms of transportation in its stage of develop- 
ment. 


Question 5. To what extent does the Board regard airlines as a typical 
public utility (like gas or electric companies, for example)? 
Answer. In many respects the Board regards airlines as typical 
public utilities. That the plan of the act contemplated the regulation 
of air carriers along the lines of traditional public utility regulation 
is clearly indicated by such provisions as those vesting in the Board 
control over the establishment of new services, the abandonment of 
existing services, the fixing of rates, fares, and charges, and over 
certain intercorporate relations. However, the analogy must be quali- 
fied to the extent of recognizing that the Board, as pointed out above, 
is charged with developmental and promotional responsibilities as well 
as with the traditional public utility regulatory functions. It should 
also be pointed out that no particular significance attaches to the 
designation or consideration of an airline as a public utility. The 
extent to which airlines are to be regulated and the standards to be 
applied are set forth specifically in the Civil Aeronautics Act of 1938. 


Question 6. How does the Board define effective competition in the 
airline industry? What are the essential prerequisites for achiev- 
ing effective competition over particular routes, in particular 
regions, and in the Nation generally? 

Answer. In terms of individual markets, effective competition may 
be said to exist where two or more carriers actively contend for access 
to available traffic on approximately even terms. 

It is the Board’s opinion that well-balanced route systems and 
financially strong carriers are the essential prerequisites for achieving 
effective competition over particular routes, in particular regions, and 
in the Nation generally. 

However, it is also the Board’s opinion that it is not always essential 
to have direct point-to-point competition to achieve this effective 
competition since many of the benefits of competition cannot be 
contained over portions of a carrier’s system. For example, modern 
equipment purchased for competitive reasons is not restricted to use 
over competitive segments only, and because of the complex inter- 
relationship between fares, lower fares produced by competitive pres- 
sure on one route or segment generally must be applied to noncom- 
petitive segments as well. 
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Question 7. What is the Board’s estimate as to the cost of entering 
the airline industry, i. e., the capital investment required to 
launch a new national passenger trunkline? A regional carrier? 
feeder line? 

Answer. The capital investment required to launch a new airline 
service would vary widely, of course, with the scope of the service 
contemplated. As a general proposition, it would seem reasonable to 
assume that the essential capital requirements necessary to inaugu- 
rate operations of a scope comparable to those of any presently certif- 
icated carriers would be at least equal to the present invested capital 
of the certificated carrier and would probably exceed its reported 
investment by a substantial amount since, to a very large extent, 
equipment units presently utilized have been substantially depreciated 
and were acquired at favorable prices no longer available. 

The smallest of the transcontinental carriers is Northwest Airlines. 
For a newcomer to duplicate the scale of Northwest’s operations would 
appear to require an investment at least equal to the approximately 
$20 million total reported by the carrier as of March 31, 1955. For 
an operation the size of that of American it would appear that an 
investment of at least $127 million would be required. Among the 
regional carriers, present investments range from approximately 
$15 million for West Airlines to $37 million for Delta Airlines. The 
latter carrier, however, conducts an extensive international opera- 
tion and the investment in facilities used in its international services 
are reflected in the above figure. Capital, a regional carrier with no 
international service, has a reported investment of $17,500,000. 

Among the local-service carriers the range of reported invesment is 
from $260,000 for Lake Central to $1,871,000 for Southwest. As in 
the case of the larger trunkline carriers, the reported investment 
figures represent the minimum capital requirements required to 
launch a new service since equipment units were generally acquired 
under more favorable price levels than prevail today rand are largely or 
entirely depreciated. 

In recent area proceedings in which the North American group has 
appeared as an applicant, it has estimated capital requirements rang- 
ing from $4,250,000 in the New York-Chicago Case, Docket No. 986, 
et al., to approximately $9,300,000 in the New York-Florida Proceed- 
ing, Docket No. 3051, et al., after making allowances for net working 
capital equivalent to 3 months’ cash operating expenses at the levels 
estimated by the group. It should be noted that these estimates 
contemplate a regional service limited to 6 points in the New York- 
Chicago case and 5 points in the New York-Florida proceeding. 
In contrast, Northwest presently serves 26 points and Capital, as a 
regional carrier, serves 51 points. The foregoing investment figures 
do not include any amounts for ground facilities. 

No estimate is available in any recent proceeding with respect to 
the capital requirements for a new nationwide passenger trunkline 
service. 


Question 8. Why and to what extent should freedom of entry into the 
airline industry be restricted? What, if any, are the dangers of 
unrestrained competition in this industry? 

Answer. Since there is much to be said on both sides of this ques- 
tion, this has been and will continue to be debated for some time. 
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While the Board recognizes the advantages of complete freedom of 
entry, it believes that, on balance, the present law, which requires 
that new services be authorized only upon a finding that they are re- 
quired by the “public convenience and necessity,” is still the best 
solution to this vexing problem. 

The Board’s opinion 18 premised on the proposition that there is a 
broad national interest in developing and maintaining an economically 
sound and stable air transport network. In terms of economic po- 
tential, the desired network is not made up of homogeneous units, 
but rather runs the gamut of routes that are capable of supporting 
highly profitable operations to routes which are inherently unprofit- 
able. This one factor makes it difficult to reconcile a system of com- 
plete freedom of entry into the air-transport industry, which presum- 
ably would allow complete freedom of exit, and a network of service 
of the type required for the national defense, the postal service and 
the commerce. 

Control over entry into air transportation is, therefore, essential 
to the orderly development of the industry. Such control serves 
the affirmative purposes of safeguarding the interests of the traveling 
and shipping public by assuring sts ability in the services available, 
and by assuring services by finane ‘ially responsible competent and 
qualified carriers. Control is also necessary to prevent the develop- 
ment of uneconomic competition, uneconomic rate practices, and the 
excessive development of services over high density routes to the 
exclusion and at the expense of service over more thinly traveled 
routes. The dangers of unrestrained competition are many but the 
primary danger, in our opinion, is the likelihood that there would not 


be any stability in the services available and many important points 
and entire areas might not be served at all. 


Question 9. From time to time it has been suggested that there is 
excessive competition in the airline industry, and that the 
industry should therefore be reorganized into 3 or 4 major trunk- 
lines competing on a national basis. What is the Board’s position 
with respect to such a proposal? 

Answer. The Board has never formally considered a proposal that 
the airline industry be reorganized into 3 or 4 major trunklines, 
however, it can see no basis for a reorganization of the airline map to 
limit it to any arbitrary number. 

To the extent, however, that the question implies that there is a 
necessary relationship between the extent of competition, on the one 
hand, and the number of authorized carriers, on the other, it should 
be pointed out that it is possible to extend competition by reducing 
the number of authorized carriers. This can be illustrated by the 
example of a merger of two carrier systems which form an end-on-end 
connection such as Northeast and National at New York. In this 
example, which is illustrative only, the merged carrier would gain 
the authority to operate additional through plane services between 
Boston and such important traffic centers as Washington, Jacksonville, 
and Miami. Thus, despite the fact that one operating carrier unit 
would be eliminated by the merger, the scope of competitive air service 
would be increased with no offsetting loss in competitive services 
since the Northeast and National systems are entirely noncompetitive. 

In addition to the fact that the Board does not believe that there is 
a necessary relationship between the extent of competition, on the 
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one hand, and the number of authorized carriers, on the other, it 
believes that no artificial restriction, such as limiting the number of 
carriers, should be imposed which cannot meet the test of being 
essential to the sound development of the air transport system. 

Although the Board is strongly of the opinion that financially strong 
carriers are essential to the achievement of effective competition, it is 
clear that present-day airline traffic warrants substantially more than 
four trunkline carriers, and we believe that it is fair to assume that 
substantially more traffic growth can be expected which would make 
: possible for more financially strong carriers to operate rather than 
ess. 


Question 10. What economic standards has the Board set up to judge 
certificate applications for domestic passenger trunkline service? 
For example, is the Board more likely to certificate a newcomer 
proposing to serve larger towns in dense traffic territory, or smaller 
towns in thin traffic territory? Are there any Board procedures 
or policies enabling a newcomer to be certificated for small-town 
as well as large-town domestic passenger trunkline service? If 
so, what are the procedures or policies? 

Answer. In reaching its decisions in route proceedings, the Board 
typically weighs many diverse economic considerations. The Board 
must carefully consider the effect of the route proposal on the carrier’s 
revenues and expenses particularly where carriers eligible to receive 
mail subsidy support are involved. It must also consider the effect 
which gr anting a route would have on the revenues and expenses of 
other carriers. It must consider whether the proposed route grant 
would result in an economical performance of the services thereby 
assuring the user of the lowest possible costs. It must consider 
whether the profits from operations over the route will be so diluted 
as to shift the burden of economic support of other unprofitable seg- 
ments from the users of air services to the taxpayers. Against such 
economic considerations the Board must also balance a number of 
service considerations as well, the quality and quantity of schedules 
proposed, rates to be charged, and equipment to be used. 

Because of the number and eniaplenty of factors which are con- 
sidered by the Board in its route proceedings, it is not possible to 
estimate the chances of a newcomer without having a specific proposal 
in mind, 

While a review of the Board’s decisions in route proceedings would 
appear to suggest that no opportunities exist for a new carrier pro- 
posing domestic passenger trunkline service to obtain a certificate, 
the Board does not believe that its past decisions can be interpreted 
as foreclosing the possibility of entry by new carriers into the trunk- 
line field. Considerations which have in the past led to the rejection 
of applications of new carriers in favor of those of existing carriers 
have been specifically discussed in the Board’s opinions. 

With respect to Board procedures or policies enabling a newcomer 
to be certficated for small-town as well as large-town domestic pas- 
senger trunkline service it should be noted that there is no procedural 
difference between applications from grandfather carriers or from 
newcomers. All applications are carefully considered as is customary 
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and required by law, in proceedings with other applications proposing 
similar services. 


Question 11. How does the Board square its decision in the Trans- 
continental Coach Ty e Service case (14 CAB 720) with the 
Reopened Milwaukee-New York Restriction Case (E-9538)? 
Why is the development of coach service regarded as a rate prob- 
lem in the case of prospective newcomers, but as a route prob- 
lem in the case of extending the authorization of grandfather 
carriers? 

Answer. The Board finds no basic inconsistency between the deci- 
sion in the Coach case and that in the Restriction case. In the 
Coach case the question before the Board was whether a new company 
should be granted a transcontinental route duplicating the routes of 
existing carriers solely to provide coach service. In re fusing to make 
such an award the Board took the position that the problem was a 
rate rather than a route problem, in the sense that there was nothing 

eculiar about the operation of coach services that required the estab- 
fotrntend of what might be termed “coach specialists’ to conduct any 
coach services that might be required. However, having concluded 
that the proposed services were not justified by any need for special- 
ists who limited their operations to coach service only, the Board 
proceeded to consider the applications in the light of the customary 
tests applied in new route cases. For example, the Board concluded 
that the authorization of a new carrier or carriers in the transconti- 
nental market in addition to the carriers already certificated would 
result in unwarranted, substantial, and harmful diversion from the 
existing carriers in their most lucrative markets. Although none of 
the so-called grandfather carriers wees in the Coach case for au- 
thority to conduct coach service only over a transcontinental route, 
there is no reason to believe that had one of them done so the deci- 
sion on its proposal would have been any different from that reached 
on the applications of the new companies. 

In the Restriction case, the question before the Board was whether 
an additional nonstop New York-Cleveland service should be author- 
ized and, if so, which carrier should be granted such authority. Nat- 
urally, in weighing the traffic potential, the adequacy of existing 
services, the public benefits that might flow from the new service, 
and the impact it might have on existing carriers, the Board looked at 
the overall picture and considered both the coach and the first-class 
aspects of the situation. The decision to establish the new service, 
however, did not in any way turn on the need for a coach specialist 
and did not authorize coach service only. In awarding the route and 
selecting TWA as the carrier, it should be added that the Board took 
into account the fact that TWA was already authorized to serve 
Cleveland, that when it was originally certificated into Cleveland 
the Board had contemplated that it would share in the Cleveland 
long-haul market, that it had been unable to compete effectively for 
Cleveland traffic due to its route structure, and that the grant of 
New York-Cleveland nonstop authority should assist it in becoming 
an effective competitor. 


74189—56——-2 
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Question 12. What is the economic theory behind the Denver Service 
case? What is the economic basis for expanding competition 
among the grandfather carriers rather than certificating new 
carriers? 

Answer. The economic theory underlying the Board’s decision in 
the Denver Service case is set out in the Board’s opinion attached 
hereto. Since the Board’s reasoning is set out in detail therein, it 
is not believed that further comment is required. 

With respect to the economic rationale for expanding competition 
among grandfather carriers in lieu of certificating new carriers, the 
matter is discussed elsewhere in the answers to other questions. 
Briefly, the selection of a grandfather carrier over a prospective entrant 
has not been dictated by any single consideration. In some instances, 
the choice has been made because the certificated carrier, by reason 
of its existing services, could more economically provide the new 
services. Where no great differences have existed in the inherent 
economics of the proposed services of the certificated and new carriers, 
the need of the certificated carrier for strengthening has been a con- 
trolling consideration. In the Denver Service case, in addition to the 
general question of the fitness of the applicant, an important considera- 
tion in the rejection of the application of the North American group 
was the fact that the proposals of the group would not afford the 
services found to be required. 


Question 13. To what extent has the Board attempted to ine rease com- 
petition by extending the authorization of the Big Four? Please 
cite the specific routes over which competition has been increased 
since 1949 (byvear) by extending the operating authority of the 
Big Four. 

Question 14. To what extent has the Board attempted to increase com- 
petition by extending the authorization of grandfather carriers 
other than the Big Four? Please cite the specific routes over 
which competition has.been increased since 1949 (by year) by 
extending the operating authority of the grandfather carriers 
other than the Big Four. 

Question 15. To what extent has the Board attempted to increase pas- 
senger trunkline competition by extending the authorization of 
the feeder lines? Please cite specific routes over which competi- 
tion has been increased since 1949 (by year) by extending the 
operating authority of feeder lines. 

Question 18. What new passenger trunkline routes were authorized 
by the Board between 1949 and 1954 (by year) which were com- 
petitive with existing certificated trunkline service? Please 
specify the percentage ‘of 1954 traffic carried by the newcomer (or 
newcomers) on each of the above routes. How does the new- 
comer’s (newcomers’) 1954 volume of traffic compare with the 
increase in total traffic over each of the above routes between the 
time of the newcomer’s (newcomers’) certification and 1954? 

Question 19. What proportion of the Nation’s 1954 traffic was carried 
on routes where new competition among grandfather carriers was 
authorized by the Board between 1949 and 1954? 

Answer. Questions 13, 14, 15, 18, and 19 relate to the authoriza- 
tion of additional competition on domestic passenger trunkline routes 
between 1949 and 1954. The questions apparently are intended to 
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cover only instances where, as a result of route awards, effective com- 
petitive services were created and to exclude instances where, for 
anv of a number of reasons such as service restrictions, mileage handi 
caps, etc., effective competitive services have not been feasible. It 
would appear to be the intent of the questions to cover instances not 
directly involved in route awards where, by reason of the collateral 
effects of a route award, services are sufficiently strengthened to make 
effective competitive services feasible for the first time. A recent 
example of the latter type of situation is the strenghtening of ‘Trans 
World Airlines’ Detroit-west coast services which it is believed will 
result from the award of New York-Detroit authority to that carrie: 
in the New York-Chicago case. The New York traflic thereby added 
to its Detroit-west coast operations should make it an effective com- 
petitor for the west coast traffic. 

With the foregoing understanding of the intended coverage of the 
question, an analysis of changes in the competitive status of the top 
500 passenger traffic markets has been prepared which, it is believed, 
will provide substantially all of the information sought in the form 
that will be most useful and meaningful. The 500 passenger markets 
analyzed account for nearly 70 percent of all domestic passenge: 
traffic. The determination of competitive status has been made from 
traffic information submitted by carriers and summarized and pub- 
lished semiannually by the Board for March and September 1949 
through 1954, with the exception of March and September 1951, for 
which published data are not available. For purposes of the analysis, 
competition is considered to exist where 2 or more carriers each partici- 
pate in over 10 percent of the total available traffic. Newly instituted 
competition is considered to exist where a carrier appeared as a 10- 
percent participant at some time during the period and continued 
to participate without interruption in 10 percent or more of the 
traffic during each succeeding month for which traffic data were 
published. A listing of markets which received new or additional 
competitive service ‘during the period, indicating the carrier added 
and the date of first appearance, is attached hereto. A summary of 
the added competition is shown below: 


Where added carrier was 


Big Four Other Local 
carrier trunkline service 


Number of markets - - 

Percent of total 1954 traffic involved: 
Passengers. 
Revenue ps asse nger- -miles. 


! Includes 2 cases where added carrier was Canadian. 


Insofar as question 18 refers to newcomers in the sense of carriers 
which had not previously held a certificate, the answer is that no 
trunkline route was awarded to such a carrier during the period. 

It should be pointed out that the period covered by the data is an 
interim period of very limited activity in the area of route review 
between the major route reviews undertaken at the close of World 
War II and the review presently in process. Board decisions issued 
during 1955 in the New York-Chicago case, the Denver Service case, 
the Additional Southwest-Northeast Service case, and other route 





16 AVIATION 


MATERIALS IN CIVIL INDUSTRY, 1956 

proceedings have very substantially augmented the area of competi- 
tion and a number of important route proceedings are pending before 
the Board which involve a large number of proposals for further expan- 


sion of the volume of competitive services. 





(Supplement to questions 13, 14, 15, 18 and 19:) 


Major trunkline markets receiving first or additional com petitive services, 1949-54 


City pair 


Competition added 


Month and year 


1954 traffic 














Rank- a hong as Passen- | Passenger- 
ing of first app ar Carrier gers miles 
ance 

Las Vegas-Los Angeles 17 | September 1953 United 135, 744 | 33, 664, 272 
Chicago-W ashington 23 do Trans-W orld 107,898 | 64, 739, 016 
San Francisco-W ashington 97 | March 1952 do 40, 272 | 101, 204, 040 
Nashville-New York 209 | September 1953 Eastern 20, 286 15, 520, 998 
Cleveland-Louisville 233 | September 1954 Trans-W orld 15, 648 4, 773, 060 
Nash ville-W ashington 273 do Eastern i 12,216 6, 864, 648 
Fort Worth-San Antonio 364 | September 1953 American | 9, 492 | 2, 344, 596 
Portland-Spokane 303 | March 1952 United | 11, 616 3, 171, 480 
Indianapolis-W ashington 349 | September 1953 Eastern 11,154 | 5, 555, 946 
Philadelphia-Richmond.- 421 | March 1952 American 9, 156 1, 830, 900 
Baltimore-W ashington 436 | September 1952__| Trans-World 8, 952 358, 026 
New York-St. Petersburg 448 do Eastern 4, 038 4, 135, 524 
Total, Big Four carriers. ” 386, 472 } 244, 252, 506 
Montreal-New York 11 | September 1950 Trans Canada_..| 154,332 | 50, 157, 768 
Miami-Philadelphia 36 | September 1949__| National | 65,878 | 56, 823, 534 
Detroit-W ashington 59 | March 1952 Northwest 53, 988 | 22, 404, 000 
Jacksonville-Miami 74 do National 39, 342 12, 983, 574 
Milwaukee-Minneapolis 135 | September 1950._| Capital | 26,196 | 7,780, 464 
New York-Toledo 219 | September 1952 do | 16,170 | 8, 148, 954 
Kansas City-Tulsa 227 | September 1953 Continental | 14,274 | 3,068,304 
Kansas City-Oklahoma City 257 do do | 14,406 4, 407, 798 
New York-Ottawa 293 | September 1950 TransCanada...| 11,916 3, 921, 192 
Knoxville-New York 308 | March 1950 Capital | 13,500 | 8, 774, 652 
Chicago-Tulsa 332 | March 1953 Braniff | 13, 074 7, 635, 288 
Jacksonville-W ashington 333 | September 1949 National 10, 764 | 6, 885, 540 
Billings- Denver 467 | September 1952 Western 7, 482 3, 574, 332 
Total, other trunklines 431, 322 | 196, 565, 400 

New York-Scranton 120 | September 1949__| Allegheny ey 28,806 | 2,995,632 
Cleveland-Columbus 155 | March 1954 Lake Central....| 26,214 | 2,987,838 
Boston-Syracuse..-- . ......------ 183 | September 1954 Mohawk........| 18,438 | 4,996,602 
Buffalo-S yracuse..- 196 do a a EEPET . 15, 018 1, 892, 574 
Phoenix-Tucson_- 299 | September 1950 Frontier Pete 12, 144 1, 323, 978 
Dallas-Little Rock 386 | March 1954. Trans-Texas-.-- 9,816 | 2,896,308 
Elmira-New York 312 | March 1950 Mohawk........ 14, 676 2, 700, 198 
Albany-Syracuse._-........- 427 | September 1952 piciccssauess 8, 448 1, 072, 704 
Tulsa- W hichita_ -- 450 | March 1952 Central... .-.....- 8, 634 | 1, 087, 578 
Seattle- Yakima ivcaden 477 | March 1953 West Coast 7, 548 777, 900 
Corpus Christi-San Antonio........- 460 | March 1952 Trans-Texas. _-- 8, 658 197, 695 
Total, Meeek Car vaee CR. oo eo kak hala cdssdetcdscaseddeludimbaccacadascwes 158, 400 22, 929, 007 
re GE oa ain secrnsseenncn ive ecits noscenan eect itera aetna aia A CaN cis cece liliadiia 976,194 | 463, 746, 913 


Source: Airline 


Traffic Surveys, 


March and September 1949 through 1954, Civil Aeronautics Board. 


Question 16. In determining how a prospective increase in traffic is to 
be allocated over a particular route, how does the Board decide 
whether to extend the operating authority of the Big Four, other 
grandfather carriers, the feeder lines, or to certificate newcomers to 


the industry? 


How does the Board decide which carrier or car- 


riers in the above categories are to be given extension authoriza- 


tions? 


based on economic analysis studies by its staff? 
samples of such staff studies. 


Answer. 


for the authorization of additional service, 


To what extent are the Boards’ decisions in this matter 


Please provide 


Once the determination is made that a public need exists 


the selection of carrier or 
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carriers to perform the needed services is made after consideration 
of a number of important factors. Among these, the Board considers 
the extent to which each of the applicants has participated in and 
actively promoted the development of the existing traffic flows 
The Board also considers the amount of single-carrier and single- 
plane services which each applicant would make available to the 
public by reason of the integration of the proposed new services with 
its existing authorized services. Still another factor is the level of 
added costs which would be incurred in providing the new services 
Because of route advantages, perhaps the existence of terminal facil- 
ities and operations at various points on the proposed new route, one 
applicant may have cost advantages over the others. The Board 
a considers the relative needs of the carriers for strengthening and 
the extent to which the proposed new services would be compatible 
with the existing services of each applicant. In some proceedings, for 
example, trunkline applicants have been rejected in favor of local 
service applicants on the grounds that the needed service would be 
more adequately developed by a local service carrier. The Board 
considers the effect of the proposed new operations on the carrier’s 
financial position, particularly the possible subsidy implications. 
Finally, the Board considers the fitness, willingness, and ability of 
each applicant to perform the required services. In weighing and 
balancing these considerations the Board relies upon the factual 
record adduced in each case. To the extent that the decisions are 
based on economic analyses prepared by the Board staff, these 
analyses are presented in the form of exhibit material prepared and 
presented by the staff of the Bureau of Air Operations in each case. 
These analyses are the subject of cross-examination and rebuttal by 
the applicants, intervenors, and other interested parties. For your 
information, a set of the Bureau’s exhibits in a recent proceeding is 
attached hereto. 


Question 17. What has been the annual growth of each of the grand- 
father carriers since World War II? What has been the annual 
growth of each of the feeder lines since World War II? What 
has been the annual growth of nonscheduled carriers since 
World War II? What has been the annual growth of each of the 
certificated cargo carriers since World War II? What has been 
the annual growth of nonscheduled cargo carriers since World 
War II? Please supply the above information in tabular form 
indicating absolute, relative, and cumulative percentage growth. 

Answer to question 17: 
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MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 33 


TaBLe II 


Revenue passenger-miles, large irregular carriers and irregular transport carriers, 
calendar years 1949 through 1954 


{In thousands} 
Carrier 1951 1952 1053! | 1054! 


Wittekoek sgl 560, 365 |1, 069, 497 |1, 251, 685 }1, 256, O11 | 1, 242, 180 


North American combine #_............... & 24,913 | 185, 541 2s, 825, |. 7, 142 311, 318 
Hemisphere Air Transport ; 334 | 5, 404 ‘71, 534 
Trans American Airways. _... 043 | 22,036 14, 319 40, 376 | 
Trans National Airlines, Inc... 7 2, 543 13,624 | 53,621 
Twentieth Century Air Lines, Inc a a a 66, 782 
The Unit Export Co., Inc. ...........|.-.-...---] a! 2, 703 | 6, 512 


SE TN i cnencnanhh 
All American Airways, Inc.......:...._..| 
American Flyers Airlines Corp 
Argonaut Airw ays, Inc We 
Aviation Corp. of Seattle, doing business | 
as Westair ransport eabaaded 
Capitol Airways, Inc sia tiie at 
Coastal Cargo Co., Inc...............-..-- 
Conner Air Lines, Ine. _...._._.... 
Currey Air Transport, Inc. 
General Airways, Inc__...................| 
Great Lakes Airlines, Inc 
Meteor Air Transport, Inc 
Miami Airlines, Inc___. 
Overseas Nationa! Airways, Inc_. Sinewalamanal 
Peninsular Air Transport ar : b, 1 31, 467 
Seaboard & Western Airline, Inc.. a f 156, 899 
Stewart Air Service. __. allt Shire astl : ; 3, O83 
Trans Caribbean Airways, Inc......____| , 36 | 20,055 20, 953 
Transocean Air Lines ieee 7 , 73 144, 274 111, 129 
United States Overseas Airlines, Inc_.....|.........- 2, 453 79, 832 
All other carriers 423,790 | 264,640 | 102, 846 


1 For distribution between commercial ola military operations, see 
Fe 2 So called. Each of these 5 carriers holds an authorization ome. a oan diss reports with, the Board under 
Ss own name. 


Source: Air carrier reports to the Civil Aeronautics Board. 





34 MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


Distribution of revenue passenger-miles between commercial and military operations, 
large irregular carriers and irregular transport carriers, calendar years 1953 and 
1954 


{In thousands] 


1953 1954 


Commer- 


cial Military Total | Commer- Military Total 


cial 


ee cece | egestas epeeneeneeie—eneeD 


Total 650,286 | 606,625 (1,256,911 | 601,517 | 640,672 | 1, 242, 189 


North American combine ! 268, 911 18, 231 287,142 | 292,386 | 18,932 | 
Hemisphere Air Transport 106, 546 8,051 | 114, 597 | 7. | 4,854 
Trans American Airways 42, 292 , 302 46, 594 8, 598 4, 539 
Trans National Airlines, Inc 51, 766 , 383 54, 149 3, 3, 050 
Twentieth Century Air Lines, Inc 51, 913 2,562 | 54,475 | 2, 807 
The Unit Export Co., Inc 5, 394 933 | 17,327 * 3, 682 


Aero Finance Corp 29, 117 , 823 36, § 
All American Airways, Inc 302 420 10, 72% 
American Flyers Airlines, Corp } , 261 5, 810 7,071 
Argonaut Airways, Inc 920 , 352 5, 272 | 
Aviation Corp. of Seattle, doing business 

as Westair Transport. 2, 285 14, 050 16, 335 
Capitol Airways, Inc_- 5, 978 13, 723 19, 701 3, 862 
Coastal Cargo Co., Inc , 590 12, 382 14, 972 | 363 
Conner Air Lines, Inc ; 171 19% | 11,365 5, 843 
Currey Air Transport, Inc 33, 812 5, 168 38, 980 67, 259 5 73, 707 
General Airways, Inc , 583 6,688 | 17,271 11, 596 14, 429 
Great Lakes Airlines, Inc } 21, 571 11, 767 33, 338 37, 568 | 7 42, 149 
Meteor Air Transport, Inc 3, 009 14,793 | 17,802 775 c 13, 912 
Miami Airlines, Inc____ 9, 288 7,117 16, 405 4, 385 16, 137 
Overseas National Airways, Inc : | 55,592 | 55, 592 | 135 | 30, 553 
Peninsular Air Transport . 205 9,262) 31,467) 28,271 | 45, 852 
Seaboard & Western Airlines, Inc 854 | 152,045 | 156,899 8, 038 | 86, 354 
Stewart Air Service 3, O83 : 3,083 | 14, 026 |. 14, 026 
Trans Caribbean Airways, Inc. __- 5, O81 14, 872 20,953 | 23,851 | 1, 610 25, 461 
Transocean Air Lines 27; 543 83, 586 111,129 | 41,295 | 196,968 | 238, 263 
United States Overseas Airlines, Inc ; 24, 863 54, 969 79, 832 20,452 | 85,901 | 106,353 
All other carriers. 160, 859 103, 781 264,640 | 12,680 90,166 | 102,846 





i 


!Socalled. Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 


Source: Air carriers reports to the Civil Aeronautics Board 





MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


Percent change in revenue passenger-miles from preceding year, large irregular 
carriers and irregular transport carriers, calendar years 1950 through 1954 


Carrier | 1950 1951 1952 1953 1954 


Total 
North American combine ? 


Hemisphere Air Transport 

Trans American Airways 

Trans National Airlines, Inc 
Twentieth Century Air Lines, Inc 
The Unit Export Co., Inc 


Aero Finance Corp... .. 

All American Airways, Inc a 

American Flyers Airlines, Corp______- s 

Argonaut Airways, Inc_. | 

Aviation Corp. of Seattle, , doing business as Westair | 
‘Transport elasde ; 

Capitol Airways, Inc._____. 

Coastal Cargo Co., Inc_- 

Conner Air Lines, Inc__. 

Currey Air Transport, Inc 

General Airways, Inc 

Great Lakes Airlines, Inc_. 

Meteor Air Transport, Inc 

Miami Airlines, Inc. 

Overseas National Airways, Inc. 

Peninsular Air Transport ‘ 

Seaboard & Western Airlines, Inc... 

Stewart Air Service..._...........- : 

Trans Caribbean Airways, Inc- -. = 

+ 
United States Overseas amemagsae? Inc. 


All other carriers. __.__- eee ane 3 


; Less than 0.5 percent. 


2 So called. Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 


3 No comparable activity in the preceding year. 
Source: Air carrier reports to the Civil Aeronautics Board, 
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Percent change in revenue passenger-miles since 1949, large irregular carriers and 
irregular transport carriers, calendar years 1950 through 1954 











Carrier 1950 1951 1952 | 1953 1954 

Total..___. aba 425 +139 +179; +180 | +177 
North American Combine !__. <i? ee | +612 | +756 | +828 
Hemisphere Air Transport ?___. init | 41.204 a) - +1, 787 
Trans American Airways ___....- ; +57 | +2 | +188 | 232 | +207 
Trans National Airlines, Inc ah % —87 —29 | +179 | Ties | +-196 
Twentieth Century Air Lines, Inc.?.______- co aa —55 | —H4 —61 
The Unit Export Co., Inc.?__._...._...-. Lenagevesee on none | +141 | +541 +1, 787 
Aero Finance Corp.) _._____- itlhad : : ate a — 54 | 4176 \ +278 978 


All American Airways, Inc.’__.......- stein bsaitninedid a +2,939 | +4, 769 | +2, 990 


American Flyers Airlines, Corp_-__......-. ee +68 +281 | +753 +552 +1, 415 
Argonapt Airways, Inc.*_._____. 3 lly +145 —33 —98 
Aviation Corp. of Seattle doing business as Westair | | 

tls oe nc cebinds nec nn dbbinocecdutbnaes } —41 | —49 ~2 —18 +16 
Capitol Airways, Inc......................-. ---| —47 | +167 +526 +767 +1, 041 
Coastal Cargo Co., Inc.2__- bditce | ntedinaienial eheunmeeael +80) +82 +13 
Conner Air Lines, Inc.?._-..-...........- PIRI iii Mls secpdhitne dl nedianeaenill +7 +1 —46 
Currey Air Transport, Inc.‘.__...............-_..- si--aegenolnowaaemeeionss adie! +15 +117 
SN MI, FI cc dctbutinnsnctoncs +158 | +203 +920 | +1, 783 +1, 474 
ee ee ee eee eee +278 | +325 +223 +199 +278 
Ee ees eee oat —78 | —3 | +1,037 +1, 246 +952 
Nn GNM I Bes, Ses. ow em onkasnees | +59 | +239 | +214 +59 +57 
Overseas National Airways, Inc.?_.................--|]--------.- | +323; +178 +339 +141 
BUmNOUNOT UAT TTOIDDORG.. .. onic... ec eccscccenes | —7 +12 | +21 +36 +98 
Seaboard & Western Airlines, Inc_...-.............-| +203 +263 | +547 +927 +465 
Stewart Air Service._.........-----..----- Pidassnnas +72| +186 | +273 +418 | +2, 257 
Trans Caribbean Airways, Inc. -_-................---. —64 | —50 —52 —49 —39 
i Ca on. Llsdecumecccucucemsice ~-30 —11 | +23 -5 +103 
United States Overseas Airlines, Inc.?...._......--.-|......-.-- +71 —21 | +2, 487 +3, 346 
Es cnt hints nenetenwcesonssswwse seat +52 | +157 +150 +56 - 


1So called. Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 

2 1951 used as the base year. 

3 1950 used as the base year. 

4 1952 used as the base year. 


Source: Air carrier reports to the Civil Aeronautics Board. 
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Cargo ton-miles, large irregular carriers and irregular transport carriers, calendar 
years 1949 through 1954 


[In thousands} 


1949 1950 | 1951 1952 | 1953! | 1054! 


Total. oe . -------| 21,030 | 34,033 80, 339 78, 881 | 75,279 B 2 


North American Combine ?. ‘ 5 242 7 


Hemisphere Air Transport. 

Trans American Airways... 

Trans National Airlines, Inc. 
Twentieth Century Air Lines, Ine 
The Unit Export Co., Inc.......... 


Aero Finance Corp... -..-.- 

All American Airways, Inc a | 

American Flyers Airlines Corp... ......- eb ! 101 | 11 

Argonaut Airways, Inc__. 5 f 26 3u0 

Aviation Gorpenation. of Seattle, doing business as | 
Westair Transport... ....... thc liane | ‘ 75 28 

Capitol Airways, Inc...___. Settinneddits dub lll f2 

Coastal Cargo Co., Inc__...__- shelby | 92: 1,132 757 

Connor Air Lines, Inc inal ad 1,984 | 1,357 

Currey Air Transport, Inc. a ale ‘ial 

General Airways, Inc_-- oe ee i eae 690 | 703 

Great Lakes Airlines, Inc jnllbaciectanintntiinn , | 

Meteor Air Transport, Inc......................--.. - 1,884 | 2,013 

Miami Airlines, Inc_-. - eae , 724 | 971 341 

Overseas National Airways, ae ‘ 4,798 | 11,361 | 

Peninsular Air Transport___. ¢ Si aie a aaa ah | 

Seaboard & Western Airlines, Inc. ee aaa ee 

Stewart Air Service___.-_.- Wik cenest<upntauncs 

Trans Caribbean Airways, Inc... 648 | 

Transocean Air Lines_. icica: Seidl aie hits teliieenesal a 

United States Overseas Airlines, Inc | 

All other carriers | 9,081 6, 938 | 10, 144 | 


1 For distribution between commercial and military operations, see p. 38. 


2So called. Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 


Source: Air-carrier reports to the Civil Aeronautics Board. 
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Distribution of cargo ton-miles between commercial and military operations, large 
irregular carriers and irregular lransporl carriers, calendar years 1953 and 1954 


{In thousands] 


1953 1954 


5 T- +. , T- sys np 
Commer vrijitary Total | COMMer-| \riitary | Total 
cial ‘ cial ¢ 


Total_ 11, 036 64, 243 75, 279 53, 290 


North American Combine '_. 
Hemisphere Air Transport 
Trans American Airways 
Trans National Airlines, Inc 
Twentieth Century Air Lines, Inc 
The Unit Export Co., Inc 


Aero Finance Corp 
All American Airways, Inc-.- 
American Flyers Airlines, Corp 
Argonaut Airways, Inc_-- 
Aviation Corp. of Seattle, doing business 

as Westair Transport - aia | 60 | 264 | | 278 
Capitol Airways, Inc- -- i 9 | : 21 | 15 | 8, 818 
Coastal Cargo Co., Inc 39 | 88 365 432 
Connor Air Lines, Ine-._-__- | | 2, 667 401 subw 
Currey Air Transport, Inc i Ste 
General Airways, Inc. _- : 7 24 | 31 |_- | 31 
Great Lakes Airlines, Inc is 
Meteor Air Transport, Inc--- 2, 499 2, 482 | 13 | 
Miami Airlines, Inc___- | | 150 56 19 | 75 
Overseas National Airways, Inc_ - - | 40,284 |. 5, 556 5, 556 
Peninsular Air Transport----_-_-- 17% 8 181 
Seaboard & Western Airlines, Inc 525 | 27, 666 | 9, 974 | 1, 959 11, 933 
Stewart Air Service ; 1, 128 ‘ 1, 128 
Trans Caribbean Airways, Inc... __- 44 | 44 ae 12 12 
Transocean Air Lines oa f 17,216 | 17,367 1, 237 | 5, 806 7, 043 


| ‘i 
All other carriers_.._. .- 3 use 1, 791 12,601 | 14,392 2,201; 11,475 13, 766 


| 

United States Overseas Airlines, Inc. -_-- : ‘4 J 15 | 15 
} 
| 


1 So called. Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. . 


Source: Air carrier reports to the Civil Aeronautics Board. 
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Percent change in cargo ton-miles from preceding year, large irregular carriers and 
irregular transport carriers, calendar years 1950 through 1954 


1950 1951 1952 1953 


+55 +136 


North American Combine ! Juiaie +341 —14 


Hemisphere Air Transport 

Trans American Airways 

Trans National Airlines, Inc ‘ 
Twentieth Century Air Lines, Inc 
The Unit Export Co., Inc 


Aero Finance Corp ae tear ra \ olceubencd : @® 
All American Airways, Inc_-._--- cma J () —100 
American Flyers Airlines, Corp ; bday aie oe ¢ -4 +25 —Ws 
Argonaut Airways, Inc 7 , 435 -93 —74 +15, 043 
Aviation Corp. of Seattle doing business as Westair 

Transport -.__- oun is +7 +100 + 363 
Capitol Airways, DRG sso. suas . : —85 +163 +41, 890 
Ca ne cack ce Rei aes a9 +1 +391 
Conner Air Lines, Inc...............---- bg , 86 32 —4} +236 —&h 
Currey Air Transport, Inc. as cash pahaknentm yin 
General Airways, Inc be Padcoll +5 +s —97 
Great Lakes Airlines, Inc s win 
Meteor Air Transport, Inc ; ; 16 48 
Miami Airlines, Inc - - tied —65 —17 —47 
Overseas National Airways, Inc pbs dk tiie « +137 +4 +13 
y REG? et RUOMIIOED, . . . 3. nsedcccececadnoveses deol 7“ . : 

Seaboard & Western Airlines, Inc- set aoe +184 —3 +6 
Stewart Air Service “J + dea beds Cobtee ce ee tie deus (?) — 100 
Trans Caribbean Airways, Se ar < +75 —57 —37 
Transocean Air Lines : aa eat t +298 —2s +10 
United States Overseas Airlines, Inc.___. eee ddihels () +155 —100 
All other carriers. - - De a a : +46 +6 +34 


1So called. Each of f these 5 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 
2 No comparable activity in the preceding year. 
3 Less than 0.5 percent. 


Source: Air carrier reports to the Civil Aeronautics Board, 
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Percent change in cargo ton-miles since 1949, large irregular carriers and irregular 
transport CeHTEENN calendar years 1950 Grong 1964 


Carrier 1950 1951 1952 1953 | 1954 


Total ; — +55 +267 +260 +243 | +143 


North American Combine '! ; +341 +278 


Hemisphere Air Transport 
Trans American Airways_-_. 
Trans National Airlines, Inc-. 
Twentieth Century Air Lines, Inc... —100 
The Unit Export Co., Inc.? —14 


Aero Finance Corp. -_. 

All American Airways, Ine.? —100 

American Flyers Airlines, Corp. ee —s0 —96 | 

Argonaut Airways, Inc_-. 7: +2, 560 +80 

Aviation Corp. of Seattle doing business as Westair | 
Transport... Si sapere s ccedisenscoaelal 53 — 86 —85 | 

Capitol Airways, Ine.2__- ; : —53 —93 

Coastal Cargo Co., Inc | —18 —91 | 

Connor Air Lines, Inc. ; ; , 86 +-3, 293 +1, 885 | 

Currey Air Transport, Inc —100 | —100 

General Airways, Inc_.__. ’ +53 +65 

Great Lakes Airlines, Inc |. call eae 

Meteor Air Transport, Inc 38 +48 +24 | 

Miami Airlines, Inc__.- Bo | —80 | —S4 

Overseas National Airw ays, Inc.?_____. i +-137 +146 | 

Peninsular Air T ransport_. a 7 | 

Seaboard & Western Airlines, Inc__. 8 +489 | +474 

Stewart Air Service 3___- ; sll 

Trans Caribbéan Airways, Inc__-__-- 5 —75 | —89 

Transocean Air Lines__.. ‘ 95 +-677 +463 | 

United States Overseas Airlines, Inc. : d0-~aneuah +155 | | 

All other carriers Snabe es | . +12 +18 | +58 | +52 

| 


‘ So called, Each of these 5 carriers holds an authorization from, and files reports with, the Board under 
its own name. 

2 1950 used as the base year. 

3 1952 used as the base year. 

41951 used as the base year. 


Source: Air carrier reports to the Civil Aeronautics Board. 
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Cargo ton-miles, noncertificated cargo carriers, calendar years 1946 through 1954 
{In thousands} 


Carrier , 1o9 1950 1951 | 1952 | 1953 | 1054 


TE Tikcsesees 4 30, 154 
Air Cargo Transport awd 
California-Eastern -_......-- 
Flamingo... -.--..- 
Mutual... ......-. : 2 . | 
Pacific Overseas - ; Pee | teat aaiiee {-- 
Riddle... .-.. | 260 4,955 | * 2, 146 | 
Trans-Air Hawaii 
United States... .- a 
We rec asaneveeccewe 


5,715 | 3,029) 370 | 


1 1st quarter 1948. Letter of registration terminated effective Oct. 1, 1949. 

2 Letter of registration terminated effective Oct. 1. 1949. 

+ Ceased operation Apr. 30, 1948. Letter of registration terminated effective Oct. 1, 1949 
* Letter of registration terminated effective Sept. 2, 1949. 

‘ Carrier inaugurated certificated operations on Oct. 17, 1949. 

¢ Letter of registration terminated effective Feb. 14, 1949. 

' Authorization under letter of registration expired on Mar. 24, 1953. 

§ Carrier inaugurated certificated operations on Mar. 25, 1951. 

* Carrier inaugurated certificated operations on Sept. 12, 1949. 

10 Letter of registration terminated effective Apr. 15, 1054. 


Source: Years 1946 and 1947 from Public Counsel’s Exhibit No. PC-204A in CAB Docket 1705, except 
Pacific Overseas and Trans-Air Hawaii which, together with the remaining data, are from carriers’ report- 
ing. Data = — Freight, whose letter of registration was issued July 14, 1947, and terminated Oct. 1, 
1949, not available. 


Question 18. What new passenger trunkline routes were authorized 
by the Board between 1949 and 1954 (by year) which were com- 
petitive with existing certificated trunkline service? Please 
specify the percentage of 1954 traffic carried by the newcomer 
(or newcomers) on each of the above routes. How does the 
newcomer’s (newcomers’) 1954 volume of traffic compare with 
the increase in total traffic over each of the above routes between 
the time of the newcomer’s (newcomers’ ) certification and 1954? 


Answer. See answer to question 13. 


Question 19. What proportion of the Nation’s 1954 traffic was carried 
on routes where new competition among grandfather carriers 
was authorized by the Board between 1949 and 1954? 


Answer. See answer to question 13. 


Question 20. What are the more important operating cost, subsidy, 
and profit comparisons by carrier for each of the years since 
World War II? Please supply this information for trunkline, 
feeder, and nonscheduled passenger carriers as well as certificated 
and noncertificated cargo carriers. 


Answer to question 20: 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 


through 1954 


DOMESTIC TRUNK CARRIERS 


Service 


: Subs 
mail pay ? abeidy 


Carrier and year ! 


Thousands | Thousands 

Domestic trunks, total: of dollars of dollars 

1946 

1947 

1048 

1949 

19% 

1951 

1952 

1953 $33, 267 $3, 156 

1954 30, 388 3, 687 
Big Four, total: 

1946 

1947 

1948 

1949 

1950 

1951 

1052 

1953 

1°54 
Americen 

1046 

1947 

1948 

1949 

1950 

1951 

1952 

1953 7, 906 

1954 6, 034 
Eastern 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 2, 789 

1954 3, 458 
TWA 

1916 

1947 

1948 

1949 

1950 

1951 

1952. 

1953 ‘ 

1954 5, 
United: 

1946 

1947 

1948 awe ‘ , . = 

1949 __. oe, ; J : om 

1950 

1951 

1952 dhe 

1953 8, 926 

1954 : 8, 179 
Other trunks: 

1946 x ‘ hailed bibe 

1947 oo : a ae 

1948 

1949 ; : bee : sda ii 

1950 7 ‘ = midis cits Sto 

1951 

1952 SP er) | 

OI li cn alali ens Ga 

EE a Maia i 


See footnotes at end of table, p. 55, 
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904 "8, 156 
, 463 3, 687 


Is 


Service 
mail pay 
plus sub- 

sidy ? 


Thousands 
of dollars 


$21, 
31, 
42, 
46, 
48, 
38, 


36, 


36, 
34, 


11 


14, 
18, 
20, 
23, 


22 
22 
24 

Or 


“, 


349 
210 
261 
656 
002 
5O8 
585 
4123 


075 


912 
047 
961 
755 


102 


, 950 


765 
363 


925 


, 242 


3, 005 


82°? 
_ 598 


362 
847 


788 


, 906 
, 054 


, 404 
, 854 


3, O78 


nmN NS SH 


157 
552 
5R2 
789 
458 


921 
549 
589 
535 
746 

867 
970 
742 
254 





Operating 
revenues 
(including 
subsidy) 


Thousands 
of dollars 
$312, 971 
360, 469 
407,774 
460, 908 
525, 799 
659, 98Y 
768, 688 
878, 762 
974, 241 


206, 056 
247, 375 
287, 756 
318, 907 
361, 580 
463, 048 
551, 664 
634, 152 
704, 410 


48, OR3 
78. 129 
85, 913 
99, 623 

115, 099 

157, 936 

182, 229 

203, 341 

209, 928 


41, 637 
51, 691 
65, 374 
68, 686 
77, 21 
94, 466 
111, 322 
134, 674 
160, 381 


40, 386 
50, 423 
59, 687 


63, 526 | 


73, 073 
96, 690 
112, 209 
134, 444 
144, 292 


55, 950 
67, 132 
76, 782 
87, 072 
96, 207 


113, 956 | 


145, 904 
161, 693 
189, 899 


106, 915 
113, 004 
120, 018 
142, 001 
164, 219 
196, 941 
217, 024 
244, 610 
269, 831 


Service mail 
pay plus 
subsidy as 
percent of 
operating 
revenues 


6.! 


10. 
10 
9, 


$9 i > or 
Ot OO Ol de I 


PDD ron 
Soeur =x 


So > > OFS 
on 


on 
>= 


Noe. eo 
CWOwunD 


<= 


_ 


ho N NN oe we OO 
om wae on 


con-1 
> iN 


One OO 


PON ON NOM 2 Rms 


Oo OF Or tO me Or Or GO OO 


_ 
io 
Bm OND SOO 


Subsidy a 
| percent of 
| Operating 

revenues 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954——-Continued 


DOMESTIC TRUNK CARRIERS—Continued 


Service mail 
Service Operating pay plus Subsidy as 
mail pay revenues subsidy as = percent of 
plus sub- (including percent of operating 
sidy ? subsidy) operating revenues 
revenues 


Service : Subsidy 


Carrier ¢ r 1 : 
arrier and year mail pay ? 


Thousands Thousands | Thousands | Thousands 
Braniff: ¢ of dollars of dollars of dollars of dollars 
1946 cane , abe ote $538 $10, 623 
1947 ashes as ‘ , 676 12, 291 
ae bd ; : 2, 074 13, 508 
1949 owen . caibe . 2, 321 14, 528 
1950 ‘ . owas 2, 194 15, 702 
1951 ide : . 185 17, 628 
«anaes © <n Ge ‘ SOR 22, 823 
1953 ee OSS 30, O81 
Ee oa $1, 037 , O34 185 
Capital: 
1946 38S 7. S67 
1947 | . 141 301 
1948 vO5 23, 325 
1949 567 26. 906 
1950 | 3, 817 29, S16 
1951 . 176 38, 702 
1942 | O17 306 
1953. | 206 20h 581 
1954 2 291 . 169 
Chicago & Southern: § 
1946 570 5i2 
1947 . 570 757 
1948 , 892 432 
1949 : 584 
1950 9.145 
1951 i 827 
1952 | 245 
1953 So ) ; 700 
1954 
Colo lial: 
1946 i | 3 499 
1947 ; 3, 689 
1948 ! 2 374 
1949 213 
1950-_. 193 
1951... | : 704 
1982... »- 5 566 
1953_. all | 5 617 
1954. _. Us 180 
Continental: 
1946 5 ode soap ees , 478 
SERS Re ae E ts ae , , 431 
i... ede ossccsecumsebebéaneousal ; , 813 
1949  eonee 4 J<ee Mah se : , BSE val 
1950 . Seka dees » aa i, 222 
Bae UUs v6 waamannae dooce Jess 7 ‘ | 8, 121 
Rh AE nnn nomonacdbatice , ‘ ‘ , 205 
nck dedi sescn0 ond : | 26 . , 079 
1954___- _ 7 | 828 | 2, 120 
Delta: ¢ 


S2nweor+ oe! 


509 

, 621 
13, 861 | 
15, 898 | 
18, 870 
25, 313 
28, 088 
39, 849 
49, 578 


row 


-coe 


wars 


1,724 
2,114 
2, 209 
2, 178 
3, 065 
3, 130 

828 


See footnotes at end of table, p. 
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air carriers designated by Senate Small Business Committee, calendar years 1946 


MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


through 1954—Continued 


Carrier and year ' 


Mid-Continent: * 
1947 
1948 
1949 
1950 
1951 
1952... 
1953 
1954 

National: 

1946 

1947_. 

1948 vdbubliosn 
Toscan ip dtieaealiaitiieh 
1950 
1951 
1952 
1953 _. 
1954_. 

Northeast: 
1946 
1947 
1948 
1949__. 
1950. 
1951 
1952 
1953 
1954 

Northwest: 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 

Western: * 
1946 
1947 
1948 
1949 
1950 
1951 
1952. . 
1953 
1954 


Local service: 





Service 
mail pay 
| plus sub- 
sidy 2 


Service 


| mail pay ? Subsidy 


i i 
Thousands | 
of dollars 


Thousands | Thousands 
of dollars | of dollars 
étlie due outs 1, 165 

sidan 4 1, 213 
ee ae 1, 467 
RS a cant antiedl 1, 659 
1, 552 


ee ete asweceidis! 1, 205 | 


cocene -|--- 406 
797 


: 7 836 
; 937 


oe 1, 054 


aout “a o 1, 408 | 


1, 510 


2, 330 | 
1, 392 | 
ies 1, 053 

ie 1, 568 | 
1, 981 | 


107 
122 i, 1, 947 
1, 159 
1, 388 


4, 202 | 


4, 032 
5, 625 
3, 988 
1, 657 
1, 769 
1, 305 


1, 769 
1, 305 


992 
952 
730 
1, 863 
1, 374 
737 
686 
S48 


724 


848 


724 


1946 $1, 692 
1947 7, 136 
BK dcacdidienctstendeudien ceiwes 11, 629 
Di itiine dbthedcsccucccndpebetun kes nied 13, 963 
RK chil ancient Kigescdetidinetatutisinene 17, 405 
idee dR son scccdd Rb ieecnctes siieeititd 19, 141 
1952 iit aicialentins SE au nui meta witie 21, 895 
1953 . of $1, 231 | $23, 223 24, 454 
Sy. ee ; 1, 338 23, 853 25, 191 
Allegheny, Mar. 7, 1949:!° 
a Pe nett Ghdauecendtee ate 885 
Piined Mian déududoded tendadduce kcaeaee 057 
De Aiii hisciuiwininmnptohniianeeeail 979 
eee cats boidehcaeetonh lefasuiaieialetebiodid 2, 130 
a ditaandah amit xucsatmabwaatewad 1, 982 


See footnotes at end of table, p. 55. 


DOMESTIC TRUNK CARRIERS—Continued 


$945 | 


1, 289 | 
1, 649 | 
, dus 1,717 | 
Ried tilde 1, 157 | 


LOCAL SERVICE CARRIERS 


| Service mail 
Operating | pay plus 
revenues subsidy as 
(including | percent of 
subsidy) operating 
revenues 


Subsidy as 

percent of 

operating 
revenues 


Thousands 
| of dollars | 
$4, 872 | 
5, 785 | 
6, 925 | 
7, 515 
8, 039 








wo 
on 
2» 
vs 
&s 
te ee 


0 
0 
5 
2 
1 
2 
5 
1 
9 


10, 784 
10, 246 

7, 446 

8, 860 
11, 182 
12, 547 
17, 361 
22, 465 
24, 366 


6. 
7 
a 
4. 
6. 
2. 
4. 
4. 
2. 
9. 
9. 
9. 


no 
— 








$2, 069 
9, 626 
16, 640 | 

21, 849 


37, 032 

43, 096 
49, 449 
55, 744 


972 ae. 
an) |. ae LL... 
3, 341 


a i a i eer ee he et 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 


through 1954—Continued 
: LOCAL SERVICE CARRIERS—Continued 


Service mail 
Service Operating pay plus Subsidy as 
er Service . : mail pay revenues subsidy as | percent of 
( ‘ rear ! ’ gS , : ’ . 
arrier and year mail pay ? ubsidy plus sub- _ (including percent of operating 
sidy * subsidy) operating revenues 
revenues 


Allegheny, Mar. 7, 1949:'"°— | Thousands | Thousands | Thousands | Thousands 
Continued of dollars | of dollars | “Te | of dollars 








See footnotes at end of table, p. 55. 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


LOCAL SERVICE CARRIERS—Continued 


Service mail 


Service Operating pay plus’ | Subsidy as 
re Service . : mail pay revenues subsidy as | percent of 
Carrier : year | : ‘ Subsidy : : ; ’ | ; 
arrier and year mail pay 2 ubsid) plus sub- | (including | percentof | operating 
sidy ? subsidy) | operating | revenues 
revenues | 


| Thousands | Thousands | Thousands | Thousands | 
Frontier, June 1, 1950-—Con. | of dollars of dollars of dollars of dollars 
1951 Ddigalas ms osalitoesa ; $2, 574 $4, 170 





onda atime Pr tases hs 

1952 okt .| aad ; ba hl 2, 901 4, 837 Of. ae 

Ti onheieaiill-e eas $129 $2,773 2, 902 4, 919 59.0 | 56. 4 

i .cocaceatees onan 121 2, 701 2, 822 | 5, 180 | 54. 5 | 52.1 
Lake Central, Nov. 12, 1949: | 

1946 | 

1947 

1948 i 

1949 25 32 78.1 | 

1950 | 639 Y4s 67.4 | 

1951 R06 1, 247 | 64. 6 |-- 

1952 702 1,052 | 66.7 | a 

1953 | 60 1, 202 1, 262 1, 805 69.9 | 66. 6 

1954 | 80 1, 466 1, 546 2, 301 | 67.2 | 63. 7 
Mid-Continent, Sept. 26, | | 

1950: 8 

1946 

1947 

1948 

1949 

1950 25 14} 17.7 | 

1951 | 97 635 15.3 

1952... 69 442 15.6 | 

1953 .| 

1954 
Mid-West, Oct 21, 1949:15 | | ' 

1946 / 

1947 

1948 

1949 67 71 94.4 

1950__. 640 687 93.2 | 

1951 325 345 94.2 | 

1952 il} 116 95.7 | 

1953 aisha = 

1954 
Mohawk, Sept. 19, 1948: 

1946 ‘. 

1947 Lute ‘ 

1948 117 215 54.4 

1949 : 609 1,071 56.9 

1950 793 1, 421 55.8 

1951 778 1, 893 41.1 

1952 YOs 2, 195 41.4 

1953 29 923 952 2, 928 32. 5 | 31.5 

1954 39 820 859 3, 684 23.3 | 22.3 
Monarch, Nov. 27, 1946: !2 | 

1946 16 27 59.3 | 

1947 O40 1,177 79. 9 | 

1948 1, 303 1, 701 76.6 

1949 1, 122 1, 582 70.9 | 

1950 476 652 73.0 

1951 

1952 

1953 

1954 
North Central, Feb. 24, 

1948: 

1946 

1947 ; : 

1948 581 703 82. 6 

1949 1, 036 1, 325 See 

1950 1, 355 1, 806 75.0 

1951 1, 190 2, 106 56.5 |. 

1952 1, 763 3, 305 53.3 |.. 

1953 161 2, 283 2, 444 4, 862 50.3 47.0 

1954 189 2, 074 2, 263 5, 762 39.3 36. 0 ; 
Ozark, Sept. 26, 1950: 

Be ich anne nee anbulalte teminaek tbensial heii eh ieei tthe 5v SubeteeetOuen cubilia Iewebns 6 Ghee ee ae ao 

BE ns con cbocudnnbnoctipuclenatashaeoedawsecteuneed ten eecegsegeubeuwcentibe|Sesevesenteph els seeeees 

ae... Ke Etancoeein i WERE Ac cck acaba nccvcnccunwlonstcnepihepteetstentungnce scbeeeeebes 


See footnotes at end of table, p. 55. 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


LOCAL SERVICE CARRIERS—Continued 


Service mai! 

Service Operating pay plus Subsidy as 
mail pay revenues subsidy as | percent of 
plus sub- | (including | percent of operating 

sidy * subsidy) operating revenues 

revenues 


Service 


; Subs , 
mail pay ? ubsidy 


Carrier and year ! 


| Thousands | Thousands | Thousands | Thousands 
Ozark, 8 pt, 26, 1950—Con. of dollars | of dollars of dollars of dollars 
1949 2 dapnies _  poubensodubbeccoesas 
1950 
1951 
1952_.... 
1953... 


“ee SOD Wto 


Pioneer: 
1946__.__- 
1947 
1948 
i Retnibatindes 
1950 
1951 


-oanoew 


-oO 


Southern, June 10, 1949: 
1946__. 
1947... 
1948... 
1949_. 
1950... 
1951 __. 
= , 
ics caheldits 
1954 
Southwest, Dec. 2, 1946: 
1946, 
1947__._. 
1948_...... 
1949___ 
1960... .. 
1951... 
1962...... 
1953... 
its «chp atom 
Trans-Texas, Oct. 11, 1947: 
| _ ae 
ecobites 
ina: « atc oles 
1949__. 
1950__. 
1951... 
1952... 
1953__. 
Pca ceicidokss 
West Coast, Dec. 5, 1946: 14 
1946 _. ‘ ; 
1947... ... 
1948 __. 
1949 __. 
1950. 
1951. 
1952 
1953 
1954 = : 
Wiggins, Sept. 19, 1949: 17 
1946 _. . beats 
1947_. 
1948 
1949 


See footnotes at end of table, p. 55. 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


LOCAL SERVICE CARRIERS—Continued 


| | Service mail 
Saree | Operating | pay. lus | Sanaa a 
ts ’ Service | « tan mail pay revenues su yas | percent o 
Carrier and year ! mail pay ? | Subsidy | plus sub- (including | percent of | operating 
sidy 2 subsidy) | operating | revenues 
revenues 


Wiggins, Sept. 19, 1949:'"— | Thousands | Thousands | Thousands | Thousands | 
Continued of dollars | ofdollars | ofdollars | of dollars 
1950 ; $270 $288 
1951 330 359 
1952 280 316 

1953__. $4 | $158 162 177 | 

1954 janes | 


FOREIGN AND OVERSEAS CARRIERS 


Foreign and overseas: | 
1946 : | $22, 713 $144, 406 
1947... .. ee | 34,454 211, 165 
1948 ‘ 47, 731 239, 634 | 
SN vais mincodeblla ; owl 55, 534 254, 490 | 
DR cae “es - | 57, 297 261, 740 
a eee cs, 49, 656 284, 379 | 
1952_ by wats | 53, 047 315, 707 | 
1953___ niieneiaial $18, 035 | $34, 033 52, 068 333, 857 

20, 714 28, 418 49, 132 357, 853 


IA DWAOwWOWAI 


American: 
1946 18 Bs = _ hea 
1947__ ig fog | 43 | 3, 603 
1948 ‘ . re = 7 | 3, 542 
1949 _. - a . 3, 802 
1950. ‘ eos pitidce ee 94 | 4, 032 
A cg 5 ; | 74 | 4, 950 
1952... . : co : 80 | 5, 165 
1953 : j 86 | 4, 965 
odin ; De 69 | 4, 419 

American overseas: '* | 
1946 j | . 16, 201 
1947 Atak | | | . 22, 413 
1948 . dine ae 3, 23, 130 
1949 5, 905 25, 132 
1950 ‘ | . 

1951 

1952. _. oli 
AE RRS 
1954 

Braniff, June 4, 1948: 
1946 
1947 
1948 
1949 _. 

1950- 
 —_—_ 
1952__- 


1. 
i. 
2. 
2. 
1. 
1. 
1. 
1. 


om or ce Oo Oo mtorr cr sste! 





PPE 


ae as ae 
Chicago & Southern, Nov. 
1, 1946: § | 
Rises cided 
1947__ 
1948 
ae 
1950... . 
neo b oth 
1952__. 
1953__. 
1954___ ; 
Colonial, Aug. 1, 1947: 
1946_____ : ; 





1947__. 
1948. _. 
1949... _. 
1950_. 
1951 _. 
1952_. 


See footnotes at end of table, p. 55. 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


FOREIGN AND OVERSEAS CARRIERS—Continued 


Service mail 
Service Operating pay plus Subsidy as 
mail pay revenues subsidy as | percent of 
plus sub- | (including percent of operating 
sidy ? subsidy) operating revenues 
revenues 


Service 


Carrier « year | 5 
arrier and year mail pay ? 


Subsidy 


| Thousands | Thousands | Thousands | Thousands 
Colonial, Aug. 1, 1947—Con. | of dollars | of dollars of dollurs of dollars 
1953 : $15 | $45 $0) $2, 515 
1954 15 45 wo 2, 218 
Delta, May 1, 1953: 
| ee 


| 
as 
ee 


— 
al 


a b 

e. S2828er 
-nwonw & oe OO 
ewvcoocococert a* 


ow 


zx 
~~ 
_ 
~~ Q-Ie 





wan 
aouwo 


Northwest Sept. 1, 1946: 
_ See Sp eee | 
1948 | = 
1951. a 
1954 ae 
PAA total: 


SS 
55 
40 
S 
30 | 
22 
52 | 
730 | 
040 
066 | 





25 


3 


SA SO > > $9 fo 
35 
= 
wo 
INERSSSSH 
Cur ecvonuas 


© 
2 
os 
S 


—4-4-4-4-)-) f-4- 
COO OOD Sonn 
Ose Re ew 


88 
BANAL PAPAS 


a 
an 
a3 
oo 


_ 


BES°N= 


BSEEEE 
SSERHE8 BS8S8525 


geuauue 


— 
oe KH ONQAw 


~a 
~ 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers a, by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


FOREIGN AND OVERSEAS CARRIERS—Continued 


Service mail 
Service Operating pay plus | Subsidy as 














lis ions Service Sa heid v mail pay revenues subsidy as | percent of 
Carrier and year ! mail pay 2 Subsidy plus sub- | (including | percentof | operating 
sidy 2 subsidy) operating revenues 
revenues 
Thousands | Thousands | Thousands | Thousands 
PAA Atlantic—Continued of dollars of dollars | of dollars of dollars 
aie $5, 72 $6,717 | $12, 443 $75, 583 16. 5 | 8.9 
| a ee j 4, 842 | 2, 782 | 7, 574 | 80, 941 9.3 3.4 
PAA Latin American: i 
i a ee 1, 779 | 55, 152 | S|... abbbiws. 
1947 we ticsnos oaqeacadiee aie Jonl & 2, 048 | 58, 578 | BD hacoottithacs 
BR. hes nn ea oe : cal 3, 066 | 56, 600 | AS |... .tithoe ps 
1949 ; = ee ee 7, 225 58, 983 | BD 1. ckthbbaone 
SER SE -. Se a Se a Rian satel 7, 224 59, 989 | P® 1.<caeth...- 
oe ee ie cceellena ob naa .| 7, 227 | 64, 802 | i 9 Rae ore 
ER SSE srs .| 10, 415 69, 784 14 © I....Gebi... 
SII x anosdpiibcan emwaundaall 1, 898 11, 273 | 13, 171 74, 149 | 17.8 | 15.2 
"ee sa ease 1, 745 | 11, 426 13, 171 | 77, 097 17.1 | 14.8 
PAA Pacific: 
Se" Be .| 5,769 | - 12,569 6.0 |...-asei...- 
eS ee a ee ee 8, 548 | 24, 710 | ie |.-.cas.... 
Bs, 24.5 cs Se oe ee ———- . REIS 2 10,7 32, 743 BAD leoccthGiewen 
RS eS Jorecen-nonndl ae aad 12, 414 | 33, 379 TOM Nene débith~<we 
ees S Se >. .- Se ee. cider 11, 429 31, 535 | BR ho intiiiibena« 
TS RR. Be ee ae oe 11, 099 35, 966 | BAD |ocvsbblbcnde 
eee oC ee Re a ast 1i, 467 41, 137 | AD bony dill nti 
eS ae 3, 245 8, 587 11, 832 | 48, 204 | 24.5 | 17.8 
hc ved 6, 090 | 5, 312 11, 402 | 53, 536 | 21.3 | 9.9 
PAA nondivisional: | | | 
1946... ; Sg ed pel a eig Rae a cia blk al oo vde Seis caakee hile shes ollie 
1947 5 ee SM eek Rania RESO 
1948 _ aaigs Siiniisitiestaceeeheae re a ee 
SRLS ee eS cota ES aa ecce sco ede dindll oa aR ie 
1950......... bcncc esa -|- ian RE Doncctecastiandualese MME o< 
Os ha des RS eo AE Dire rererdetes loos shih 
are EEE cc ceccccdsshalon- Mba. 
ce -| SG Be seaectecuccie lo ou SR = 
eee ie easiness eae Ti 6.ie det icanpecnta ded Ds alla 
Panagra: | | 7 
a 1. 1, 122 | 11, 872 9.5 | 
EEL Slt bananas a 1, 546 14, 177 SS) eee ae 
ass fect cant ‘ Jeanie said | 1, 624 | 14, 619 11.1 | ---<smee--~e 
es Sa SE a «ce nani 1, 726 | 14, 861 ©}... ago... 
a oe PS. «BREE aie 2, 131 | 13, 699 S06 i... cnai.. 
RR wt a ere 1, 375 | 15, 411 8.9 bh 
en ee ashes eae Borie 2, 501 | 17, 309 | 6, 0 t..oa:.... 
ss : , 336 | 2, 166 2, 502 17, 697 | 14.1 12.2 
Ros ck an ‘ shoal 318 2, 184 2, 502 | 18, 717 13. 4 | 11.7 
TWA, Feb. 5, 1946: 
i Se .| | 4, 624 | 20, 453 OO.6 ft... cietidne- 
SU obuhies td oot oe 5, 114 31, 318 Tt hicedebtthhoane 
1948... ib tentacoseheee 9, 292 | 39, 182 Be fa augtthoss 
Bc 5ct. eee... gee ze 9, 229 | 42, 274 et en 
1950. eee 5 9, 070 | 43, 812 BY 1.<.4iGk~o<- 
Rnsticha ‘ <i gles atten: indeed alae ie ae 6, 363 | 45, 443 De 1... -niih-~-o. 
SC as bin wlll nk ales Seeiesinaiaeeapaaaeeiaininell 3, 568 | 48, 337 WoW In oadiitl-cuse 
Ree 5 os — 4, 235 —2, 008 | 2, 227 | 51, 022 | 4.4 | ils wee 
WOE. Fone e 42007... | 4, 299 58, 348 | 7.4 |... anetin-o. 
United, May 1, 1947: | | 
1946 ‘ | | | 
1947 we 91 | 2. 37 3.8 | 
1948 415 | 3, 841 10.8 | 
1949 BS 588 | 4, 543 | 12.9 | 
1950 , | 496 | 5, 683 | 8.7 |- 
1951 ; — 677 | 8, 566 7.9 |- 
1952 Bar 521 7, 990 6.5 |. 
1953 365 | 365 | 8, 021 4.6 |. 
1954. 395 |_. 395 9, 552 4.1 |. 
Uraba, Medellin & Central: 
1946 ; et Bows | 
1947 “6 | : | SE Rereintet protens -Y <9 
1948 sD. eae Ea io ow anasto -cadeiiehs 
1949__. oBs ; Sent... cae bn lon aeenoe . 
1950. te 7 EE Ua cn.cdncdcumeaetainde 


See footnotes at end of table, p. 55. 
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Relationship of service mail pay and subsidy to total operating revenues certificated 
air carriers designated by Senate Small Business Committee, calendar years 1946 
through 1954—Continued 


FOREIGN AND OVERSEAS CARRIERS— Continued 


Service mail 
Service Operating pay plus Subsidy as 
mail pay revenues subsidy as = §©percent of 
plus sub- (including percent of operating 
sidy ? subsidy) operating revenues 
revenues 


Service 


Cs ier at year ' i 
arrier and year mail pay ? 


Subsidy 


Uraba, Medellin & Cen- | Thousands | Thousands | Thousands | Thousands 
tral—Continued of dollars of dollars of dollars | of dollars 
1951..._. lous cbilaxb eal ied, sal $137 

ie eae : De aoe oe 224 
1063..... 7 an Le 151 


1954... ; --|-- ees 196 


! Date after carrier name indicates inauguration of certificated service, if subsequent to Jan. 1. 1946 

? Adjusted from period in which reported to period in which earned based upon orders of the Board through 
August 1955. Separation of service mail pay and subsidy has not been computed on a calendar year basis 
prior to 1953. 

3 Includes foreign operations. 

4 Includes operations of Mid-Continent’s trunk line routes from date of merger Aug. 15, 1952. 

5 Merged with Delta May 1, 1953. 

6 Includes operations of Chicago & Southern’s trunkline routes from date of merger May 1, 1953 

’ Merged with Western Air Lines Apr. 10, 1952. 

8 Merged with Braniff Aug. 15, 1952. 

* Includes operations of Inland from date of merger Apr. 10, 1952. 

10 Passenger service inaugurated Mar. 7, 1949. Mail pickup service operated prior thereto 

'! Local service inaugurated Aug. 15, 1952, pursuant to merger of Mid-Continent with Braniff on that dat 

2? Challenger and Monarch merged June 1950 as Frontier. 

13 Merged with West Coast Aug. 1, 1952. 

4 Service terminated Mar. 28, 1949. 

5 Service terminated May 15, 1952. 

6 Includes operations of Empire route from date of merger Aug. 1, 1952. 

1’ Service terminated Aug. 1, 1953. 

1* Included in domestic operations prior to Jan. 1, 1947. 

1° Merged with Pan American Sept. 25, 1950. 

2 Assumed operation of Chicago & Southern routes on May 1, 1953 

2! Less than 1,000. 

2 Less than 0.5 percent. 

% Not available. 


Source: Air carrier reports to the Civil Aeronautics Board. 
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Question 21. What is the cost breakdown on seat-mile and plane- 
mile for different types of equipment now in use by the pas- 
senger carriers? 

Answer to Question 21. 


TABLE I.—Average direct flight cost! per revenue-aircraft-mile by aircraft type, 
certificated air carrier operations, calendar year 1954 


{In cents] 


Flying | Maintenance a. 
‘ ba as | opera- -} Sh Fea: __________}| Depreci- 
ype of aircraft | tions less | ation 
| rentals | Direct | Indirect Total | 


Rentals Total 


| 

| 

' 

| | 
| 


Domestic operations: 
Twin-engine: 

Convair: 
CV-240.......----- 
CV-340_-_--- . 

Douglas: DC-3 

Lockheed: L-18.. 

Martin: 

M-202 
M-202A...........- 


RBIS 


4-engine: 
Boeing: B-377...- 
Douglas: 
DC-4_. 
DC-6 


DC-7.. 
Lockheed: 
L-49_.__- 


=i 


I sierra inh atisey 


3 


67 


43 

43 

35 | 

29 

49 27 
44 28 
43 26 
84 69 
46 33 
55 33 
57 | 32 
60 | 44 
58 

58 

61 | 

49 


tions: 
Twin-engine: 
Convair: j 
CV-240__.. 24 | 14 
CV-340__. hy 16 
Douglas: DC-3__. | 15 | 11 | 
Lockheed: L-18 | 12 12 | 
4-engine: | 
Boeing: B-377 | ‘ 41 | 30 | 
Douglas: j 
DC-4.....- 67 | 24 | 16 
DC-6_.- 21 17 38 | f 129 
DC-6B___. 82 23 | 18 i | 151 
Lockheed: 
L-49____. 71 35 22 { a 150 
L-649__ 68 25 | 27 | 5 ; 149 
L-749__.. : 87 20 15 35 | | 147 
L-149__. goal 64 | 28 Q ‘ 3f | 136 
EPO ocieneceee sl 61 35 1l 5 154 





1 Aircraft operating expenses plus indirect maintenance. Indirect maintenance, which is not reported 
by aircraft types, has been allocated among types based on relative direct labor costs. 


Source: CAB Form 41 reports to the Board 
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TaBLE I].—Average direct flight cost per available seat-mile' by aircraft type, certi- 
ficated air carrier operations calendar year 1954 


Unit cost at indicated seating capacities * 


High caucity Low capacity Average capacil y 


Type of aircraft 


Number | ,- Number . Number . 
. , ot a 
of seats Unit cost of seats Unit cos of seats Unit cost 


Domestic operations: 
Twin-engine: 
Convair: 
CV-240 
CV-340 
Douglas: DC-3 
Lockheed: L-18 
Martin: 


Ss 
. 
= 
= 


Cents 
269 
2.50 
3. 05 
3.93 


ets 


2. 86 
2. 69 
4-engine: 

Boeing: B-377.._. 


Py PPK SNP 
% SE2 B2re6 


% 


3. 96 


ov 
14 
22 | 
30 


its 


= 
rrp 


62 


BeAse BES BF SES 


See eS 
NNPNN 


40 


Foreign and overseas opera- 
tions: 
Twin-engine: 
Convair: 
CV-240...-- 
CV-340- 
Douglas: DC-3_-_----- 
Lockheed: L-18..... -| 
4-engine: 


36 
36 
19 
14 


=sits 


5O 
Douglas: 
40 

50 j 
50 | 


B22 & 


L-@....... dincnae , 

L-#49. -- --) C . 91 
L-749_-. | . 88 | 50 
EP EEa a apicnsune . 55 | 60 
L-1049C .....-...- . 75 | 60 


50 
50 


Lockheed:  —t—s«=S aig 
| 





1 Average direct flight cost per revenue-aircraft-mile divided by the number of seats as indicated above 
for each type. 

2 High and low capacities have been selected as being generally representative of high-density and low- 
density seating arrangements used by the carriers. Average capacities are based on the operations of all 
the earriers, including both regular and coach services. 


Source: CAB Form 41 reports to the Board. 


Question 22. Has the Board made a cost study of airline passenger 
operations which distinguishes between out-of-pocket (variable) 
and fixed (constant) costs such as was prepared by the ICC 
Bureau of Accounts, Cost Finding and Valuation in Explana- 
tion of Rail Cost Finding Procedures and Principles Relating to 
the Use of Costs (November 1954)? If so, please supply the 
Board’s findings. If not, what cost information has the Board 
assembled on the basis of which it can discharge its statutory 
obligations? 


Answer. The behavior of airline costs is a matter of basic concern 


to the Board in its route and rate activities and numerous studies 
have been made by the staff along the lines of studies prepared by 
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the ICC Bureau of Accounts. These studies statistically relate oper- 
ating expenses and various components of operating expenses with 
such operational factors as traffic volume, capacity volume, densit 
of traffic, average length of traffic haul, average length of aircraft 
hop, etc. In general, it has been found that close and predictable 
relationships exist between each of the various operational factors 
and expenses levels which can be expressed in the form of either 
straight lines or one of several types of curved lines. Illustrative of 
the relationships which have been established statistically are the 
following: 
(1) Revenue ton-miles versus operating expense. 
(2) Available ton-miles versus operating expense. 
(3) Revenue ton-miles per station versus operating expense per 
station. 
(4) Revenue ton-miles per route-mile versus operating expense 
per route-mile. 
(5) Revenue ton-miles versus ground and indirect expenses. 
(6) Indirect expenses length of aircraft hop versus aircraft oper- 
ating expense per plane-mile. 
It may be of interest to point out parenthetically in this connection 
that the Board’s initial administrative determination of service rates 
for the various groups of domestic air carriers was based on the sta- 
tistical relationship between the revenue ton-miles per station and 
operating expense per revenue ton-mile. Copies of selected cost rela- 
tionships are attached for your information. 
Each of the relationships has inherent in it variable and constant 
elements which are commonly referred to as the out-of-pocket and 


fixed cost components. In general, the relative magnitudes of these 
components indicate a high degree of variability in operating expenses, 
particularly in the area of greater volume of activity. However, 
within the range of present experience it has been found that as opera- 
tions are curtailed in volume there is a definite trend to higher unit 
operating expenses. 
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RELATIONSHIP OF COMPUTED GROUND AND INDIRECT EXPENSE 
(LESS STATION COSTS) TO REPORTED EXPENSE 


LOCAL SERVICE CARRIERS 


12 MONTHS ENDED MARCH 31, 1954 and MARCH 31, 1955 
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Relationship of ground and indirect expenses ' (less station co. ts) fo revenue ton-miles * 
trunk lines—Basic data and computations, 12 months ended Mar. 31, 1954, and 
Mar. 31, 1955 


12 months ended 
Mar, 31, 1954 


12 months ended Mar. 31, 1955 


Percent, 
reported to 
Expense ' (thousand) | computed 
Ton-miles *| Expense! | Ton-miles®___ expense 
(thousand) | (thousand) (thousand) 
Reported Computed? 


(3) (4) (5) (6 


EEE a a¥becace<cas 9, § $1, 738 10, 128 

Northeast_......_- pea ty : 1, 993 10, 874 

Continental_____ _- 2, 349 18, 543 
4, 893 45, 658 

co) — 6, 276 59, 087 

National..__- 66, 572 | 5, 897 81, 539 

Northwest... - 78, 405 6, 555 83, 865 , 718 

Capital: ...........-. ‘ 78, 554 | 8, 626 84, 481 , 774 

Delta. _.... a4 77, 351 | 8, 574 93, 165 8, 8 9, 559 

Ts... : 268, 771 | 24, 705 299, 573 26, 657 28, 218 

I asia ch icinttin sin ojo .} 251, 267 | 28, 446 314, 971 33, 29, 610 . 

ait ial “ 309, 620 33, 170 393, 851 ; 36, 741 106. 72 

American.__._-_-- 401, 646 32, 875 418, 350 | ; 38, 955 88. 16 


SANSVNNE 


2, 052 
2, 120 
2,813 
\, 478 
s, 508 


1 Consists of totals of passenger service (except stewardesses’ salaries), advertising and publicity, and gen- 
eral and administrative expenses, plus such portions of ground operations, traffic and sales, and depreciation 
as are not charged to stations. See schedule B-4, CAB Forms 41. 

2 Includes passengers at 190 pounds. 

3 Computed from equation: Y=$1,136,654+9.04¢ Xton-miles. See p. 1. 


Question 23. What is the relation between size of firm and efficiency 
in trunkline passenger operations? What studies has the Board 
made to determine the “optimum”? size of a passenger trunkline 
carrier? 

Answer. In a study prepared for the Board in July 1942 the follow- 
ing was concluded: 

1. The companies had not yet reached their optimum size and 
that there were net economies in large scale operations, and 

2. Based on the fact that there was no tendency for the decreas- 
ing cost characteristic to level off, it was impossible to determine 
the optimum size of a carrier. 

The author of this study noted at the time that his study suffered 
from the disability of not being able to keep all other factors constant 
while trying to measure the relationship between scale of operations 
and efficiency. 

Relating cost per capacity ton-mile against scale of operation while 
not demonstrating that optimum size has been reached does indicate 
that it is possible for smaller carriers to out-perform larger carriers 
because smaller regional carriers have attained capacity ton-mile costs 
as low as, and in some cases lower than, that attained by the “Big 
Four.”’ 

It would therefore appear, based on informal studies and observa- 
tion, that size of carrier once beyond the size of the smallest 3 or 4 
trunklines, is not a significant factor because other characteristics 
which have not been isolated overshadow any effects size of carrier 
may have on lowered unit costs. 

However, it should be noted that the relationship between cost per 
revenue ton-mile and scale of operation indicates that larger carriers do 
attain lower costs. This relationship is heavily affected by differences 
in load factor which, while not necessarily related to size of operation, 
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does contain a factor which should not be overlooked in drawing any 
specific conclusions. 

It is clear that load faetor is related to density of traffic and that 
higher load factors are attainable on the denser routes. Therefore, 
it would appear that subdividing the traffic on any given route does 
have the effect of lowering the load factor below what it might have 
been if one firm carried all the traffic. Therefore, all other things being 
equal, it would appear that from a practical point of view, at least, 
there is an optimum size of carrier. Exactly where the point is, 
however, cannot be demonstrated and involves an informed judgment 
as to where the lower basic costs which are attained through direct 
competition crosses the line of higher costs occasioned by the reduced 
load factors caused by the subdivision of traffic. 


Question 24. What is the elasticity of demand for trunkline passenger 
service? What studies has the Board made (or does the Board 
rely on) to determine the elasticity of such demand? 


Answer. The demand for air transportation services is responsive to 
many factors such as the quality of service rendered—whether one- 
plane or one-carrier service, for example—frequency of service, type of 
equipment, type of service—whether first class, coach or family 
P an—convenience of schedules, as well as to such factors as the 

usiness and other institutional characteristics of the areas involved, 
general income levels and fare changes. These various matters are 
constantly undergoing study in connection with specific proceedings 
before the Board. For example, studies have been made and pres- 
ented by the staff in recent route proceedings showing the effect of the 
introduction of new one-plane or new one-carrier connection service 
on traffic levels. 

Staff studies of the promotional effects of coach and family plan 
services, and other reduced fare plans have shown that the increase 
in demand resulting from the reduced fares was proportionally greater 
than the decrease in price resulting in an increase in total revenue to 
the air carriers as well as making air transportation services available 
to larger segments of the population. However, to the extent that the 
services involved a change in quality or were offered on a limited basis, 
these studies cannot be held out as true measures of the elasticity of 
demand with respect to price. Nevertheless, they have provided the 
basis for the Board’s active encouragement of coach and other special 
reduced fare services. 

Question 25. What has been the annual rate of growth in the demand 
for trunkline passenger service for each year since 1938? Please 
supply the absolute, relative, and cumulative percentage growth 
figures. 

Answer. Reply to question 25: 
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Growth in revenue passenger-miles certificated domestic trunkline carriers calendar 
years 1938 through 1954 


Calendar year 





Source: Air carrier reports to the Civil Aeronautics Board. 


Question 26. In what other industries with a comparable growth 
record has entry been foreclosed by Government action for more 
than 17 years? Are the economic characteristics of such indus- 
tries similar to those of the airlines? In what respects? 

Answer. The record indicates that the Board has granted certifi- 
cates of public convenience and necessity to the following nongrand- 
father carriers: 

1. Certificated 23 local service carriers, of whom 13 are oper- 
ating today over an extensive route structure covering the entire 
Nation. 

2. Certificated Trans-Pacific Airlines to compete with Hawaiian 
Airlines in the Territory of Hawaii. 

3. Certificated Riddle Airlines to operate a New York-Puerto 
Rico freight service. 

4. Certificated Aerovias Sud Americana to operate freight 
services between Tampa/St. Petersburg and Havana/Central 
America. 

5. Certificated four domestic air freight carriers over an ex- 
tensive route structure covering the entire Nation. 

6. Certificated Mackey Air Transport and Midet Airlines to 
operate between Florida and the Bahamas. 

7. Certificated Seaboard and Western Airlines to operate a 
transatlantic air freight service. 

8. Certificated a group of helicopter carriers to explore the 
economic possibilities of the use of helicopter aircraft for very 
short haul transportation. 

9. Certificated American Overseas Airlines to operate a trans- 
atlantic route. 

In addition, the Board has granted exemptions to a large number of 
irregulars to provide a supplemental air service and has granted exemp- 
tions to a large number of freight forwarders. We, therefore, are un- 
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able to accept the premise of the question that entry into the air trans- 

port industry has been foreclosed by Government action. 

With respect to the certification of nongrandfather carriers on routes 
between major cities, the Board, in addition to considering the relative 
fitness, willingness and ability of the applicants, has had to consider 
the desirability of strengthening the existing smaller carriers who are 
entitled to subsidy under the act. This consideration, to date at least, 
has outweighed the other considerations and, with one exception, no 
nongrandfather carriers have been selected when new service has been 
added on a major segment. 

Question 27. What are the forecasts with respect to the demand for 
airline passenger service in the next 5 years? In the next 10 
years? 

Answer. The Board has not attempted to make a general forecast 
of the demand for passenger service in the next 5 or 10 years. How- 
ever, short-term forecasts of from 1 to 2 years have been made in 
numerous route and rate proceedings with respect to expected changes 
in traffic volume over selected route systems and segments. Where 
such forecasts have been made, they have invariably reflected a judg- 
ment of continued growth in the air travel market. 


Question 28. What effect would a substantial decline in demand have 
on the financial soundness and competitive vigor of the airline 
industry? 

Answer. The result of a substantial decline in demand on the finan- 
cial soundness of the airline industry is obviously tied to the ability of 
the industry to contract expense levels in line with the decline in 
revenues. For the small local service carriers conducting a substan- 
tial portion of their services at minimum frequency levels and utilizing 
the smallest aircraft equipment units, it is apparent that their depend- 
ence on mail support would be very sharply increased. The impact 
of a decline in traffic demand on the larger trunkline carriers, on the 
other hand, is somewhat more difficult to evaluate since there has been 
no general experience to date with a substantial decrease in traffic over 
any protracted period. It would be expected that in the initial stages 
of the traffic decline large losses would be incurred until the need for 
measures to curtail capacity and cost are fully recognized and effective 
measures are introduced. This, in essence, was an important factor 
in the 1947-48 experience in the course of which the airline industry 
suffered serious financial setbacks, owing in large part to the lag in 
the adjustment of plant capacity and cost levels to prevailing traffic 
and revenue levels. The longer range effects would appear to vary 
from carrier to carrier, depending on the relative balance of light and 
heavy traffic density operations conducted by the carrier. Inasmuch 
as even the largest of the carriers conducts operations on a minimum 
frequency basis over some segments of its routes, it does not seem 
possible that any existing carriers could weather a traffic decline of 
significant proportions without worsening its earnings position. For 
the medium sized trunkline carriers, only recently emerged from sub- 
sidy status, a return to dependence of subsidy support would seem in- 
evitable. For the small trunkline, presently subsidized, larger sub- 
sidy requirements would undoubtedly eventuate. 

The effect of a substantial decline in traffic on competitive vigor 
in the industry is even more difficult to assess. On the other hand, it 
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would appear that a diminished market would stimulate competition 
as carriers vie to maintain their revenue income. On the other hand, 
the necessity to adjust cost levels would require retrenchment in 
many of the services which are the essential tools of competition. 
An additional factor to consider is the effect of a diminished revenue 
based on the available capital for equipment modernization. It 
would seem reasonable to anticipate that financing of new aircraft 
types would be difficult, if not impossible, to arrange under suitable 
terms and conditions and, hence, the equipment competition, which 
is an important element in the present day competitive struggle, 
would decrease. 


Question 29. What effect would a substantial increase in demand 
have on the competitive opportunities of feeder lines to obtain 
trunkline certificates? On the competitive opportunity of non- 
scheduled carriers to obtain trunkline certificates? 


Answer. The distinctions which the Board has established and 
maintained between the certificates of local service carriers and 
trunkline carriers have borne. no necessary relationship to general 
traffic levels. The prime purpose of such distinctions is to assure 
that the local service carriers will meet the needs for short-haul 
transportation and to provide services of a local character which 
they are better suited to perform than trunkline carriers concentrating 
their efforts in long-haul, high density transportation markets. 
Therefore, it would not appear that an increase in the level of demand 
would be the controlling factor in determining whether trunkline 
certificates should be awarded to local service carriers. With respect 
to the opportunity of nonscheduled carriers to obtain trunkline 
certificates, an increase in traffic demand, all other things being equal, 
would undoubtedly be a favorable consideration. In this connection 
your attention is invited to the opinion in the Large Irregular Carrier 
Investigation where the Board stated: 

The Board will institute a formal] proceeding to consider expanding the number 
of regular certificated authorizations for air transportation over any segment or 
group of segments whenever the volume of traffic carried by supplemental air 
carriers thereover exceeds 15 percent of the traffic of the regularly certificated 
carriers thereover for a period of 1 year. Such proceeding will be processed 
expeditiously and will be given priority of handling. 

Question 30. In permitting TWA, American, and United to reduce 
their transcontinental coach fares to the level of the non- 
scheduled airlines, has the Board taken any steps to insure similar 
rate reductions on routes where there is no nonscheduled 
competition? 

Answer. The reduced transcontinental coach fares of TWA, Ameri- 
can, and United are 30-day round-trip excursion fares, applicable only 
on coach flights operated on Mondays through Thursdays. There 
has been no change in the basic one-way or round-trip transconti- 
nental coach fare. So long as an excursion fare is not unjust or 
unreasonable or unjustly discriminatory or unduly preferential, the 
decision whether or not to institute such a fare is almost wholly within 
the discretion of management. While the Board may find a particular 
excursion fare unlawful and order its discontinuance, it is doubtful 
that the Board would have authority to require the institution of an 
excursion fare. If, for example, it should be found that the trans- 
continental excursion fares are unjustly discriminatory or unduly 
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preferential as to other points, the Board could not require the 
institution of similar fares to those points, its authority would be 
limited to requiring the earriers to remove the discrimination or 
reference, which could be done either by abolishing all excursion 
ares or by instituting new ones. 

Among the principal factors influencing a management in decidin 
to introduce an excursion fare is its estimate of the traffic potentia 
which would be available at the lower fare, and whether or not the 
cost characteristics of the route will permit substantial fare reductions. 
Generally, excursion fares are most effective in generating traffic on 
medium to long haul routes with substantial traffic density. Since 
generally the nonscheduled carriers concentrate their activity on 
ong haul, high density routes, which are also the routes most sus- 
ceptible to successful use of excursion fares, it is almost inevitable 
that excursion fares should be found chiefly on routes where there is 
nonscheduled competition. 


Question 31. Are the new transcontinental coach fares of TWA, 
American, and United discriminatory with respect to other cities 
served by these carriers where there is no nonscheduled compe- 
tition? If so, what steps has the Board taken to end this 
discrimination? 

Answer. While it cannot be categorically stated that the new trans- 
continental coach excursion fares of TWA, American, and United are 
not unjustly discriminatory as to all other cities served by these carriers 
where there is no mueauedeled competition, the long-haul, high- 
density, low-cost nature of these transcontinental routes may well 
justify establishing excursion fares on these routes which could not be 
supported on other routes. Moreover, the existence of nonscheduled 
competition at lower fares on these routes might avoid a charge of 
undue preference which could be raised in the aes of such compe- 
tition. Since the ultimate effect of the excusion fares on costs, rev- 
enues, and returns cannot be predicted with certainty, it is desirable 
that the carriers have as much freedom to experiment as is feasible. 
For this reason the Board has not urged the extension of such fares to 
other points until there has been some opportunity to evaluate the 
results of the transcontinental coach excursion fares. 


Question 32. What is the Board’s position with respect to awarding 
airmail contracts on a competitive bid basis? 

Answer. The Board does not favor such action. Quite aside from 
the unfortunate history of this method, which, incidentally, played an 
important role in the passage of the Civil Aeronautics Act, it is not 
consistent with the method of arriving at rates for the other services, 
such as passenger and freight. To the extent that any one of the sev- 
eral services are not fairly compensated for, the other services are 
affected thereby. The rates for each service should be economical 
and fair as to it and also in relation to the other services, and this 
cannot be accomplished successfully if bidding is allowed as to any 
one of them. 
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Question 33. According to newspaper reports, the Board has granted 
Caribbean Air Transport Association carriers antitrust immunity 
to enter into rate discussions with Pan American Airways with 
respect to the Florida-Central America air cargo trade. What 
procedure does the Board follow in granting such immunity? 
What safeguards are provided to protect the public interest? 


Answer. We are attaching two orders (Nos. E-9614, 9620) issued in 
connection with this matter, which are largely self-explanatory. The 
nature of rate discussions is such that the Board’s policy has been to 
require carriers to request advance permission to discuss rates and to 
screen such requests carefully and grant permission only in situations 
where it is thought that such discussions might well result in action 
favorable to the public interest. It should be borne in mind that 
even where such permission is granted, any agreements reached must 
be filed for approval under section 412 of the act and are approved 
only if the Board does not find them to be adverse to the public interest. 


Order No. E-9614 


UnitTep States or America Crvit AERONAUTICS BoarRD 
WASHINGTON, D. C. 


Adopted by the Civil Aeronautics Board at its office in Washington, D. C. on the 
3d day of October 1955 


Docket No. 7433 


In tHE Marrer or AUTHORIZATION OF DiscUssiIONsS OF FLORIDA-CENTRAL 
AMERICAN CarGo Rates BY CARIBBBAN AIR TRANSPORT ASSOCIATION MEm- 
BERS 

ORDER AUTHORIZING DISCUSSIONS 


By ee dated October 3, 1955, the Caribbean Air Transport Association 
) 


(CATA) requested permission for a majority of its members to discuss the fol- 
lowing matters at the annual meeting on October 4, 1955, in Miami, Fla., for the 
purpose of taking concerted action with respect thereto: 

A. Should the present air cargo rate differential as between Pan American and 
certain CATA members with respect to transportation between Florida and 
Central American points be (1) eliminated as to all or some of the pairs of points, 
(2) reduced as to all of some of the pairs of points, or (3) maintained? 

B. If stabilization of air cargo rates is to be achieved, at what rate level should 
it be done? 

C. Will the members put into force and effect the decisions with respect to the 
above questions by filing appropriate tariffs? 

The need for such discussions arises from the fact that on September 27, 1955, 
Pan American filed tariffs reducing cargo rates between Florida and Central 
American points, which historically had been maintained at a level above that of 
the CATA members, to a similar level, and it appears that other IATA members 
will file similar rate reductions. As a result, there is substantial danger of a cargo 
rate war in this area with possible serious consequences to the economic stability 
of the CATA members. It further appears that the cargo rates now maintained 
by the CATA carriers between Florida and Central American points are sub- 
stantially lower per ton mile than the IATA cargo rates to South American points 
and on other principal international cargo routes. 

In view of the foregoing the Board believes that it would be in the public interest 
to permit the members of CATA to discuss the matters listed in their petition. 

CCORDINGLY, pursuant to sections 205 (a) and 412 of the act, 
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If I8 ORDERED THAT: 

(a) The members of Caribbean Air Transport Association may at their annual 
meeting on October 4, 1955, and any adjournment thereof, engage in discussions 
for the purpose of reaching agreement on concerted action to be taken with respect 
to the matters specified above relating to air cargo rates between Florida and 
Central American points; 

(b) This authorization shall not extend beyond October 31, 1955; 

(c) Any agreement reached as a result of such discussions shall be submitted 
to the Board for approval pursuant to section 412 of the act. 

By the Civil Aeronautics Board: 

(S) M. C. Mulligan, 

[SEAL] M. GC. Mvu.uG AN, 

Secretary. 


Order No. E-—9620 


UnitTEpD Srates or America Civi, AERONAUTICS BOARD 
WASHINGTON, D. C, 


Adopted by the Civil Aeronautics Board at its office in Washington, D. C. on the 
5th day of October 1955 


Docket No. 7433 


In tHE Marrer or AUTHORIZATION OF DiscussIONs OF FLoRIpA-CENTRAL 
AmerRIcCAN Carco Rates By CarrpBEAN AIR TRANSPORT ASSOCIATION 
MEMBERS 

ORDER AMENDING ORDER AUTHORIZING DISCUSSIONS 


Order No. E-9614 dated October 3, 1955, authorized the members of Caribbean 
Air Transport Association (CATA) to engage in discussions for the purpose of 
reaching agreement on concerted action to be taken with respect to stabilizing 
cargo rates between Florida and Central American points. Such discussions were 
considered to be in the public interest in view of the relatively low level of cargo 
rates in this area and the imminent danger of a rate war because of substantial 
rate reductions by Pan American World Airways, Inc., a member of the Inter- 
national Air Transport Association (IATA), and a major operator in the area. 

Discussions have been held by the members of CATA pursuant to Order No. 
E-9614, and it now appears that without the participation of Pan American in 
the discussions and any resulting agreements it is not possible to devise means 
for effectively stabilizing cargo rates in the area. Accordingly, CATA has asked 
that Order No. E-9614 be amended to authorize its members to engage in discus- 
sions with Pan American for the purpose of reaching agreement on concerted 
action to be taken to stabilize cargo rates between Florida and Central American 
points. 

It appears to the Board that such rate stabilization would be in the public 
interest. 

ACCORDINGLY, pursuant to sections 205 (a) and 412 of the act, 

Ir Is ORDERED THAT: Ordering clause (a) of Order No, E-9614 be and hereby 
is amended to read as follows: 

(a) The members of Caribbean Air Transport Association may at their annual 
meeting on October 4, 1955, and any adjournment thereof, engage in discussions 
among themselves and with Pan American World Airways, Inc., for the purpose 
of reaching agreement on concerted action to be taken with respect to the matters 
specified above relating to air cargo rates between Florida and Central American 
points. 

By the Civil Aeronautics Board: 

|S] M. C. Mulligan, 
M. C. MULLIGAN, 
Secretary. 
[SEAL] 
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Question 34. What is the Board’s position with respect to the recom- 
mendations of the President’s Committee on Civil Air Trans- 
portation? 

Answer. The Board, as a member of the Air Coordinating Com- 
mittee, participated in the report on “Civil Air Policy, dated May 
1954,”’ and joined in the recommendations, except with respect to 
certain matters involved in cases pending before it. Since that time 
there have been a number of important changes in the air transport 
industry, such as a market increase in the volume of traffic, the perma- 
nent certification of the local service carriers, and the prospect of 
extensive use of jet and turboprop transport aircraft in the near 
future. These changes may require a different approach to certain 
problems covered in the report, but it is not believed that the revisions 
would be substantial. Subject to this reservation, the Board is in 
general accord with the recommendations contained in the report. 





E-9537 


PART III. DECISIONS AND OPINIONS OF THE CIVIL 
AERONAUTICS BOARD 


A. NEW YORK-CHICAGO SERVICE CASE (DOCKET 986 ET AL.), 
SEPTEMBER 1, 1955 


UnitTep Srates or America Crvit AERONAUTICS BoaRD 


WASHINGTON, D. C. 
Docket No. 986, et al. 


New York-Cuicaco Service Case 
Decided September 1, 1955 


Capital’s route No. 14 extended from Detroit to New York via Buffalo and 
Rochester; Philadelphia named as an intermediate point on routes 14 and 55 
between New York on the one hand, and Pittsburgh, and Harrisburg, re- 
spectively, on the other hand; and Capital authorized to provide unrestricted 
service between New York, on the one hand, and Detroit, Pittsburgh, Chicago, 
and Toledo, on the other hand. 

New services authorized for Capital are suitable for operation by a regional carrier, 
and capable of contributing substantially to the strengthening of Capital’s 
system, an objective of great importance in the sound development of a national 
air transport system and in perfecting the Nation’s route structure. 

The need of a carrier for additional strength is a significant factor in selection of 
carrier where the strengthening is not required for the advantage of the indi- 
vidual carrier as such but for the sound development of the national system of 
which it is a part. 

The further development of low fare air transportation is an objective required 
by the public interest and will be stimulated by the certification of Capital. 
Capital’s proposed operation will not jeopardize the operations of existing opera- 
tors who possess competitive advantages in the form of historical participation 

in markets and general resources. 

Northwest authorized to operate unrestricted New York-Detroit service, and 
awarded Chicago as an intermediate point between Milwaukee and Detroit, 
subject to a long haul restriction requiring that flights serving Chicago shall 
originate or terminate at Twin Cities or points west thereof and at New York- 
Newark. The Chicago extension will remedy a major weakness in Northwest’s 
route structure and enable it to become a more effective competitor with 
United in transcontinental service; will convenience many passengers now 
required to change carriers at Chicago; will not divert any serious amount of 
New York-Chicago traffic from existing operators or inhibit continued develop- 
ment of suitable New York-Chicago turnaround services. 

Northwest selected over United to perform turnaround service between New 
York and Detroit additional to that of Capital where the size and potential 
of the market will support three turnaround services rather than the one 
heretofore operated by American; Northwest has a greater historical partici- 
pation in the market than United; and the award to Northwest will help to 
offset impact of contemporaneous award to United in United Restriction case 
and will contribute substantially to the development of a sound route structure 
for Northwest. 

While other applicants for New York-Chicago service could provide such service 
in lieu of Capital and Northwest, their service would block needed improve- 
ments in the route patterns of Capital and Northwest which route adjustments 
are vitally necessary for a balanced and sound national route system. 


76 
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While Colonial, an applicant for New York-Chicago service, is in need of strength- 
ening, its application is denied where serious doubt exists that Colonial has the 
resources to become an effective competitor against the large transcontinental 
carriers; Colonial does not intend to provide nonstop service or compete with 
existing operators; and Colonial is not proposing to give the route the service it 

uires. 

Detroit added to TWA’s route No. 2, as an intermediate point between New 
York and Chicago, subject to a restriction requiring that flights serving Detroit 
shall originate or terminate at Kansas City or west thereof and at New York, 
where need is demonstrated on the record for improved service between Detroit 
and western points and for improvement of TWA’s route pattern; proposed 
operation will have no significant adverse effect upon other carriers; TWA is 
willing to transfer its Detroit-Cincinnati segment to any carrier approved by the 
Board. 

A proper coach service between New York and Detroit would generate substantial 
additional traffic and TWA, as a vigorous coach operator, will give further 
assurances of such development in this market 

Record does not support necessity for operation by TWA of its Detroit-Cineinnati 
segment in view of award to it of Detroit on its New York-Chicago route. 
However, to prevent immediate disruption of service to cities on Detroit- 
Cincinnati segment, without having a qualified transferee of such segment 
immediately available, an investigation is instituted to determine whether 
transfer by TWA of said segment would be in the public interest, and if so, to 
what carrier. 

Capital selected to provide a competitive air service between Philadelphia, 
on the one hand, and Cleveland and Detroit, on the other hand; United’s 
restriction on Detroit-Philadelphia service removed. Capital is selected 
where the market logically fits into Capital’s regional route system and wil! 
strengthen Capital as a regional carrier; Capital has an interest in promoting 
coach service and effectiveness as a competitive spur in markets of this size; 
Capital may be in a position to provide one carrier service to traffic flowing to 
Twin Cities, and cities in Michigan. 

Applications of Colonial, Eastern, National, and North American denied where 
authorizations to other carriers (Capital, Northwest, and TWA) make possible 
additional competition, further development of coach service, and substantial 
corrections in route deficiencies of said carriers. Grant of a completely new 
route to a new carrier would preclude the public berefits flowing from improve- 
ments in the route patterns of existing carriers. 

North American is not fit, willing, and able to comply with the act as provided 
in section 401 (d), where Messrs. Weiss, Lewin, Fischgrund, and Hart, the 
central figures in North American, have a long history of association with 
flagrant violations of the act and are not sufficiently reliable to be entrusted 
with the operation of the proposed certificated routes. 

Suggestion of a temporary certificate as a means for testing applicant’s fitness 
rejected where there is such a clear pattern of past unreliability. 

Past adherence of the applicant to safety requirements and to business reliability 
in dealing with the public will not support a finding that the applicant, as a 
certificated operator, would or could resist unlawful activities which would be 
profitable to it, but contrary to law, since record shows that applicant followed 
that course of behavior which inured to its economic benefit regardless of the 
requirements of the act. 

Applications of American, United, TWA, and Capital insofar as the,» propose 
additional service to Pittsburgh deferred, except that restriction preventing 
Capital’s New York-Pittsburgh turnaround service eliminated. 

Removal of Eastern’s closed-door restriction prohibiting it from carrying local 
traffic btween Pittsburgh, on the one hand, and Akron, Cleveland, and Detroit, 
on the other hand, and substitution therefor of a long-haul restriction that 
flights serving said ro should originate or terminate at Roanoke, Va., or 
points south, granted on a temporary basis to expire 60 days after final decision 
on Northwest’s proposal to remove restriction requiring it to serve Detroit, 
Cleveland, and Pittsburgh, only on flights originating or terminating at Twin 
Cities or points west thereof. Northwest’s proposal set down for expedited 
hearing; record herein kept open so that continuation of Eastern’s temporary 
authority may be considered with Northwest’s proposal. 

Addition of Philadelphia to Capital’s route No. 55 is not mutually exclusive of 
Delta’s Philadelphia application in Docket No. 6011, and in fact would not 
preclude the award to Delta of its requested Philadelphia service if Delta were 
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otherwise to be extended to New York in accordance with its application. 
Delta’s application embraces a major route extension with Philadelphia as a 
minor incident thereto, while for Capital, Philadelphia is but the addition of one 
intermediate point on its existing system. 

Applications by American and TWA for additional service to Cleveland denied. 
Laaed of a New York-Cleveland nonstop service to TWA in a companion case 
will meet all needed improvements in Cleveland service to West, and market is 
not large enough to support an additional service by American. 

Braniff’s application for additional Chicago-Detroit service denied where its pro- 
posal will not confer sufficient public benefits and market is not sufficiently large 
to warrant additional competitive services over and above those authorized 
herein to TWA and Northwest. 

United’s restriction against serving Fort Wayne on flights serving Detroit or 
Toledo eliminated where continuation of restriction presents practical difficul- 
ties, is not economical and is no longer required by present traffic developments. 

Capital’s restriction against nonstop service between New York and Toledo re- 
moved where the size and rate of growth of market no longer justify its con- 
tinuation. 

That part of Mohawk’s application in Docket No. 6179, seeking to perform a 
Syracuse-New York nonstop service to be set for expedited hearing; all other 
applications for Syracuse-New York nonstop service deferred for contempora- 
neous consideration with Docket No. 6179. 

Northwest’s application seeking removal of restrictions applicable to its service 
between Pittsburgh, on the one hand, and Cleveland or Detroit, on the other 
hand, to be set for expedited hearing. 

United’s restriction against provision of turnaround service between Detroit, 
Mich., on the one hand, and Philadelphia, Pa., eliminated in order to permit the 
carrier greater flexibility of operations between these two cities. 

Capital’s application for Philadelphia-Pittsburgh service deferred. 

Investigation instituted to determine whether TWA’s route segment between 
Cincinnati and Detroit, via Dayton, Columbus, and Toledo, should be trans- 
ferred, and if so, to which carrier. 

Investigation respecting equipment interchange between Capital and Northwest 
dismissed. 
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Howard C. Westwood, Ernest W. Jennes, and Peter S. Craig for American Air- 
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Charles H. Murchison, Robert B. Hankins, and Macon M. Arthur for Capital 
Airlines, Inc. 

Edward A. Silliere for Colonial Airlines, Inc. 

E. Smythe Gambrell, Harold L. Russell, G. Wesley Channell, and W. Glen Harlan 
for Eastern Air Lines, Inc. 

John W. Cross, Richard A. Fitzgerald, Eldon H. Crowell, and Arthur N. Nasser 
for National Airlines, Inc. 

William C. Burt, Hardy K. Maclay, and Mark Riegel for North American Air- 
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Northwest Airlines, Inc. 

James K. Crimmins, Henry P. Bevans, Joseph M. Paul, Jr., and Donald L. 
Deming, for Trans World Airlines. 

John T. Lorch, Floyd M. Rhett, Harry Thom, Jr., and James Francis Reilly 
for United Air Lines, Inc. 

R. S. Maurer, D. Franklin Kell and L. Welch Pogue for Delta-C & S Air Lines. 

John R. Carver and James F. Bell for Mohawk Airlines, Inc. 

V. Rock Grundman for Bureau of Air Operations, Civil Aeronautics Board. 

Andrew H. Brown for City of Cleveland and the Cleveland Chamber of Com- 
merce. 

C. V. Burnett, Walter E. Vashak for City of Detroit and the Detroit Aviation 
Commission. 

Hugh D. Campbel! for Detroit Board of Commerce, 

Edwin J. Quick for Muskegon Chamber of Commerce. 

Frank S. Pittenger for Muskegon County Airport. 

Albert F. Beitel for Minneapolis-St. Paul Metropolitan Airports Commission. 

Joseph J. O’Connell, Jr., Abraham L. Freedman, Ernest L. Nagy, Harvey Levin, 
and Samue! H. Williams for city of Philadelphia and Chamber of Commerce of 
Greater Philadelphia. 
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Deight L. Koerber and Stanley L. Vale, Jr., for Chamber of Commerce of 
Pittsburgh. 

Francis A. Mulhern, Sidney Goldstein, and S. H. Moerman for Port of New 
York Authority. 

Robert G. Howlett for Grand Rapids Chamber of Commerce. 

Fred N. Searl for city of Grand Rapids, Mich. 

George J. Bleibtrey for city of Lansing and the Lansing Chamber of Commerce. 

William A. Carr for Rochester Chamber of Commerce. 

Harold B. Say for Portland Chamber of Commerce, Portland Freight Traffic 
Association, and port of Portland. 

Dale Miller for city of Dallas, Tex., and Dallas Chamber of Commerce. 

William B. Lawless, Jr., John J. Naples, and Casimer T. Partyka for city of 
Buffalo. 

Ralph A. Boniello for city of Niagara Falls. 

K. G. Granger for city of Youngstown. 

Lesier J. Maitland for Michigan Department of Aeronautics. 

Ray C. Neal, Charles C. Fichtner, and Harley F. Drollinger for Buffalo Chamber 
of Commerce. 

E. J. Penny for Flint Chamber of Commerce. 

J. V. McMahon for Syracuse Chamber of Commerce. 

Robert R. Wertz for United States Steel Corp. 

Nathaniel K. Beck and Maurice Louik for County of Allegheny, Pa. 

James Hanlon for Buffalo Airport. 


OPINION 
By THE Boarp: 


This consolidated proceeding is the first in a series of major area route cases 
now pending before the Board. It involves applications to provide new or 
additional air transportation services in the general area Saeihel on the east by 
New York, on the west by Chicago, on the north by Rochester, and on the south 
by Pittsburgh. In addition, there is involved an investigation to determine 
whether the public interest requires additional through service via equipment 
interchange between Northwest Airlines, Inc. (Northwest), and Capital Airlines, 
Inc. (Capital), between Chicago, IIl., and points west thereof, on the one hand, 
and Detroit, Mich., Cleveland, Ohio, Pittsburgh, Pa., and New York, N. Y., on 
the other hand. 

After due notice, a public hearing was held before Examiner William F. Cusick, 
who thereafter issued his initial decision. Exceptions to the initial decision, and 
briefs to the Board have been filed by various parties. The Board has heard 
oral argument, and the case now stands submitted for decision. 

Briefly summarized, the initial decision recommends: (1) Removal of re- 
strictions on Capital’s service between New York and Chicago, New York and 
Detroit, and New York and Pittsburgh; (2) designation of Buffalo, Rochester, 
and Syracuse, N. Y., as intermediate points between Detroit and New York on 
route No. 14; (3) designation of Chicago as an intermediate point on North- 
west’s route No. 3 between Milwaukee and Detroit, subject to a restriction that 
all flights serving New York, Detroit, and Chicago shall originate or terminate at 
Minneapolis or points west thereof or at New York; (4) modification of United’s 
restriction on its service at Detroit to permit Detroit-Philadelphia turnaround 
service; (5) removal of restrictions on United’s service on route No. 1 between 
Fort Wayne, Toledo, and Detroit; (6) deferral of American’s Pittsburgh apetion- 
tion (Docket No. 6115) for simultaneous consideration in the Additional South- 
west-Northeast Service case (Docket No. 2355); (7) deferral of United’s Pitts- 
burgh application (Docket No. 5746) for simultaneous consideration in the Denver 
Service case (Docket No. 1841 et al.); (8) modification of Eastern’s Pittsburgh 
restriction so as to permit carriage of local traffic between Pittsburgh, on the one 
hand, and Akron/Canton, Cleveland, and Detroit, on the other hand, and to 
require that Eastern’s flights between these points originate or terminate at 
Roanoke, Va., or points south thereof; (9) deferral of TWA’s application (Docket 
No. 1756) to ada Detroit on its route between Chicago and New York, for 
simultaneous consideration with a recommended investigation to determine 
whether TWA’s Detroit-Cincinnati segment of route No. 2 should be transferred 
to another carrier; (10) dismissal of the investigation respecting an interchange 
between Northwest and Capital. 

After due consideration of the parties’ contentions in light of the record herein, 
we find that we are in substantial agreement with the findings, conclusions, and 
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recommendations in the examiner’s initial decision which we adopt as our own, 
except as modified herein. 

To a great extent, our decision herein follows the recommendations of the 
examiner. The reasons for our actions are in each instance explained hereinafter 
and in those portions of the examiner’s initial decision which we are adopting. 

Capital.—Capital Airlines has filed applications seeking extension of its route 
No. 14 from Detroit as an intermediate point, to New York via Buffalo, Rochester, 
and Syracuse; the designation of Philadelphia as an intermediate point between 
New York and Pittsburgh on route No. 14 and between New York and Harris- 
burg on route No. 55; and the removal of operating restrictions on routes Nos. 14 
and 55, which prevent unrestricted service between New York, on the one hand, 
and Detroit, Pittsburgh, Toledo, and Chicago, on the other hand. We have 
concluded that the public convenience and necessity require virtually all? the 
authorizations proposed by Capital. 

To the extent that other competing applicants are being denied similar author- 
izations, we believe that the choice of Capital will in the long run contribute most 
to the development of a sound route structure for the Nation. We believe that 
the services we are authorizing for Capital are typical of the kind of service espe- 
cially suitable for operation by a regional carrier, and will contribute substantially 
to the strengthening of Capital’s system, an objective which we consider of great 
importance in perfecting the route structure of the Nation. Although Capital 
is now a service rate carrier, it nevertheless is not one of the larger trunkline 
carriers in our certificated air transportation system and requires additional op- 

ortunity for growth in order to insure that it will remain on a subsidy-free basis. 
rhus, we find significant in the choice of carrier the fact that Capital has a greater 
need than the other applicants * for the additional strength the new services for 
which it has applied would provide for its route system. While the Civil Aero- 
nautics Act seeks the development of a sound national system, and not the ad- 
vantage of an individual carrier as such, we find that this case is one where the 
strengthening of an individual carrier is required for the sound development of 
the national system of which it is a part. The selection of Capital will give that 
carrier an opportunity to round out its services and thereby strengthen its 
competitive position and to render more effective service in the area.‘ 

Aside from this long-term objective, we are convinced that from a service 
standpoint, the public will benefit most from having regional services performed 
by a regional carrier. Capital, as a regional carrier, must take its primary interest 
in the traffic and revenues to be developed in its short-haul markets, whereas, as 
as the record in this case indicates, the interests of the other applicants 5 are 
directed in substantial part to traffic and revenues which they expect to obtain 
by improving their long haul interregional or transcontinental services. Under 
such circumstances, we are confident that Capital is in the best position of all 
the applicants to provide the regional service required in the area. 

Moreover, Capital has heretofore shown an interest in developing coash service. 
The record shows that Capital was the first certificated carrier to inaugurate a 
coach service between New York and Chicago. Capital’s participation in this 
market has been substantial, considering the restrictions under which it is operat- 
ing and the competition it has faced from unrestricted, nonstop carriers. In the 
Transcontinental Coach-Type Service case,* we concluded that the further develop- 
ment of low-fare air transportation was an objective required by the public inter- 
est. We reaffirm that view and conclude that the certification of Capital to oper- 
ate in the markets sought will stimulate the further development of coach service 
in this area. 

It has been contended that the award of the requested routes to Capital will 
stretch it so thin that it will be unable to compete with the existing operations of . 
the transcontinental carriers. Thus, on the one hand, the objectors to the selec- 
tion of Capital contend that Capital will not develop sufficient traffic participa- 
tion to justify the award. On the other hand, they argue that Capital’s partici- 
pation will result in so much diversion from them as to warrant denial of eens 
application. We do not believe that Capital’s proposed operation will seriously 
jeopardize the operations of the existing carriers in view of the competitive advan- 
tages which they possess in the form of historical participation in the market 


1 Attached hereto are the findings and conclusions in the examiner’s initial decision which we are adopting 
as our own, except as modified herein. 

2 We are deferring decision on proposals for Syracuse-New York service and Philadelphia-Pittsburgh 
service. See pp. 22, 24, infra. 

. cy Colonial. 

4 See in American Air Service, 6 C. A. B. 857, 911 (1946). 

5 Except Colonial and National. 

614 C. A. B. 720 (1951). 
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and greater resources. At the same time, we believe that Capital will be able to 
develop the routes in an economically justifiable manner in view of the growth 
potential of the markets and the past experience of Capital in operating in this 
general area. We are unable to accept the contentions that Capital will inflict 
destructive diversion upon the existing carriers and we are satisfied that Capital 
will be able to compete successfully with the existing operators.’ 

Northwest.—Northwest Airlines seeks te place Chicago, Ill., on its transeon- 
tinental route by naming it as an intermediate point between Milwaukee and 
Detroit. The carrier also requests removal of restrictions which prevent North- 
west from rendering an unrestricted New York-Detroit service. Both of these 
requests are being granted herein, subject to a long-haul restriction on Chicago 
service, requiring the carrier to originate or terminate all flights serving Chicago 
at Twin Cities or west thereof, nals Taw York.® 

Notwithstanding the improved and strengthened position of Northwest in 
recent years, Northwest remains the smallest and weakest of the transcontinental 
carriers. It is the only transcontinental carrier which must operate its through 
services without the full support of the very substantial volume of traffic at 
Chicago. The absence of this traffic support necessarily limits the number of 
transcontinental frequencies which Northwest may economically offer and thereby 
restricts the carrier's ability to offer attractive schedules to the public. By 
granting Northwest entry into Chicago from the east we will be remedying a 
major weakness in Northwest’s route structure and enable it to become a more 
effective competitor with United in transcontinental service. In addition to con- 
tributing to more balanced competition between Northwest and United,® our 
action herein will convenience a substantial segment of the traveling public which 
now changes carriers at Chicago. Passengers now employing a 2-carrier, 2-plane 
service will have the advantage of more frequent single-carrier, single-plane 
service. This is a kind of service improvement which is of material benefit to 
the traveling public. 

Because of our imposition of a long-haul restriction on Northwest’s Chicago 
authorization we do not anticipate that Northwest will divert any serious amount 
of New York-Chicago traffic from existing operators, or inhibit the continued 
development of suitable turnaround services as contemplated by the lifting of 
Capital’s New York-Chicago restrictions. 

As to Northwest’s New York-Detroit service, we find that removal of that 
carrier’s long haul restriction is required by the public convenience and necessity. 
In our judgment, the size and potential of the New York-Detroit market will 
now support three turnaround services rather than merely one heretofore operated 
by American. Thus, the record shows that in this area the New York- Detroit 
market is exceeded only by the New York-Chicago market, and yet American is 
the only unrestricted operator between New York and Detroit. The much 
smaller New York-Cleveland market has two turnaround services. Further- 
more, the New York-Detroit market increased by 86 percent from 1949 to 1954. 
Under such circumstances, we have no hesitation in finding that the New York- 
Detroit market will support two additional turn-around services. 

We have already selected Capital as the logical regional operator to perform 
one of these additional turnaround services. We now find that Northwest should 
be'selected to provide the second additional service. It is true that United also 
seeks turnaround authority between New York and Detroit, but we believe that 
Northwest has a superior claim to this market over United." Whereas United 
has made only meager use of its existing nonstop authority between Detroit and 


TIn this connection, we reject the proposal that we impose a condition upon Capital terminating the 
awards herein upon the filing of a petition for subsidy by Capital. Without deciding the question whether 
we have the legal power to impose such a condition, as a matter of discretion, we deem it unwarranted 
here. American’s request for such a condition is premised u the claim that our award will force Capital 
to return to a subsidized basis. This claim is without substantial foundation. The past experience of 
Capital with these and other routes does not give us cause to believe that Capital will not proceed to prop- 
erly develop the markets involved successfully and we expect that Capital will continue to do so. As 
noted earlier, we find that our awards herein will strengthen Capital. In any event, we find that no reason 
has been presented to us to treat Capital differently from any other carrier heretofore awarded a certificated 
route. 

8 In light of our action as to Chicago, we will make an appropriate modification in restriction No. 7 of 
en certificate insofar as it relates to cargo flights serving Chicago on the New York leg of the car- 

er’s route. 

® We have this date in Doc. No. 2190, United Restriction case, relieved United of certain restrictions so 
as to allow it to operate nonstop between the Pacific Northwest and epee a 

10 Accordingly, we re the reasons advanced by the examiner for his refusal to grant more than one 
additional New York-Detroit turnaround service. 

11 While we do not share the examiner’s views that the lifting of United’s Detroit long haul restriction will 
produ a very substantial adverse impact upon American, nevertheless we cannot find that the market 

a sufficient potential to warrant the additional competitive service of United. 
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New York, Northwest has done so and has carried over 3% times the passengers 
carried by United (based on September 1953 and March 1954 survey figures). 
Thus, Northwest is a much more substantial participant in the market than 
United. Furthermore, Northwest was the earlier participant in the market. 
And selection of Northwest over United will help to offset the impact of our 
contemporaneous action favoring United in the United Restriction case. 

The removal of Northwest’s restrictions applicable to New \ ork-Detroit service 
and the authorization of Northwest to-serve Chicago to and from the East will 
contribute substantially to the development of a sound route structure for North- 
west. It has been contended that Northwest has not developed its existing route 
system, and that its basic problem is equipment, especially as reflected in its 
schedules, relative traffic participation, the number of its home passengers con- 
necting at Chicago and its general financial situation. Northwest replies that 
its operational problems, such as few flight frequencies, lower load factors, and 
poor equipment and personnel utilization, are the results which follow a route 
pattern containing unnecessary restrictions on operations. We need not on this 
record isolate a prime cause for Northwest’s problems. It is clear that substantial 
improvement in Northwest’s financial and competitive position will flow from 
the better integration of its route structure flowing from the authorizations herein. 

New York-Chicago service.—We have already noted the advantages which will 
result from our new awards to Capital and Northwest in the New York-Chicago 
market. Undoubtedly other applicants such as Eastern and National herein 
could provide additional New Vork-Chicago service in lieu of Northwest and 
Cavital, but the needed improvements in the route patterns of Capital and 
Northwest would thereby be blocked. In other words, Capital and Northwest 
can offer at least the same benefits to the traveling public as can the remaining 
applicants, and in addition, gain the advantages of route adjustments vitally 
necessary for a balanced and sound national route system. 

While there can be no doubt that Colonial is also in need of strengthening, we 
are not satisfied that an award to it of a New York-Chicago route would be a 
sound step. Colonial’s plans for its proposed New York-Chicago route involve 
use of obsolescent DC-—4 aircraft. Moreover, Colonial has no historical interest 
or experience with any part of its proposed route west of Syracuse. The longest 
and most important part of its proposed route is outside the area of its present 
operations. Thus Colonial would be required to acquire modern aircraft and 
broaden its service pattern substantially in order to secure any significant partici- 
pation in the market. Under such circumstances, we have serious doubt that 
Colonial has the resources and equipment or is otherwise geared to become an 
effective competitor in this market against the large transcontinental carriers. In 
any event, Colonial has indicated that it does not propose to provide New York- 
Chicago nonstop service, since it believes there is no present need for such addi- 
tional service. Colonial disclaims any intent to compete with the existing 
operators, but it contends that it is in a unique position to provide one carrier 
and one plane service between points in Canada and points on its proposed route. 
After balancing the public benefits to be provided by Capital and Northwest 
against those offered by Colonial, we conclude that Colonial is not proposing to 
give the route the service which we believe the public convenience and necessity 
require. e 

New York-Detroit service.—In addition to the authorization of Capital and 
Northwest for turnaround New York-Detroit service, we are amending TW4A’s 
certificate for route No. 2 so as to add Detroit as an intermediate point between 
New York and Chicago, subject to a long haul restriction.” We are contem- 
poraneously instituting an investigation to determine whether that part of segment 
1 of TWA’s route No. 2 between Cincinnati, Ohio, and Detroit, Mich., via Dayton, 
Columbus and Toledo, Ohio, should be transferred to another carrier, and if so, 
which carrier. 

The examiner recommended that we defer action on TWA’s application for 
decision with the aforementioned investigation. He concluded that the record 
does not afford a basis for finding that TWA’s present Detroit-West route is 
insufficient to permit the carrier to provide an adequate service or that TWA 
requires the benefit of New York and Chicago traffic to support the service. We 
agree with TWA that the recommended deferral is unsound in view of the evi- 
dence of record establishing a public need for grant at this time of TWA’s appli- 
cation and TW A’s expressed willingness to transfer its Detroit-Cincinnati segment 
to another carrier if its application is granted herein. 


12 Requiring that flights serving Detroit must originate or terminate at Kansas City or points west, and 
at New York. 
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Our action is based in large part on the need demonstrated on this record for 
improved service between Detroit and western points, and for improvement of 
TWA’s route pattern. The evidence indicates that a large number of Detroit's 
passengers to the west coast have been inconvenienced under existing authori- 
zations. In March and September 1952, more than 31 percent of the Detroit- 
Los Angeles traffic used a connecting service; and, during the same period, over 
61 percent of the Detroit-San Francisco traffic was carried via connections. 
During the March-September, 1954 survey periods, more than 21 percent of the 
Detroit-Los Angeles traffic used connecting carriers, while during the same 
period 53 poo of the Detroit-San Francisco passengers relied on connecting 
carriers. Based upon 1954 traffic levels during the survey periods, Detroit-Los 
Angeles would account for 8,177 annual passengers who relied upon connecting 
services and Detroit-San Francisco would account for 10,725 annual passengers, 
for a combined total of 18,902 Detroit-California passengers who relied upon 
connecting services. 

Only a limited amount of single plane service has been available for Detroit- 
Los Angeles traffic. During all the survey periods between March 1950 and 
March 1953, Detroit-Los Angeles traffic received a maximum of only four one- 
way through-plane services daily, of which two were multistop services. It was 
not until September 1953 that United for the first time offered a round trip service 
between Detroit and Los Angeles. At no time through September 1953 was any 
through-plane coach service provided. Since the close of the hearing, American 
and United have increased their Detroit-Los Angeles through-plane service to 
some extent, but no coach service has yet been offered this market by United. 
American has introduced two new coach schedules in this market since January 
1954 and offers the same one and one-half first-class trips it offered in September 
1953. While these new services represent a marked improvement over the 
previous situation, they were not offered until long after the question of addi- 
tional competitive service was posed by this proceeding. 

The Detroit-San Francisco market has also received meager single plane 
service. Between March 1950 and March 1953 the volume of service varied 
between a minimum of one-half a round trip and a maximum of one and a half 
round trips. No tourist service was offered until April 1953 and then only 
United’s multistop DC—4 service was provided. There is less service today than 
at the time of the hearing. There is only one westbound first-class through plane 
flight today whereas a round trip was offered by United in September 1953. 
The only other through plane service is the aforementioned multistop DC-—4 
round trip coach schedule. In summary, the improvements in Detroit-California 
through-plane service have been minimal respecting Los Angeles while Detroit- 
San Francisco service has deteriorated. 

Under its existing route schedule, TWA has been able to attract only a neg- 
ligible portion of the Detroit-California traffic." TWA points out that additional 
competitive routes (to United and American) were granted after TWA’s award 
in 1940," and have severely undercut TWA’s competitive opportunity in the 
Detroit transcontinental market. It is significant that the Detroit routes of 
United and American, unlike those of TWA, do not dead-end at that city, but 
extend into major east coast cities with a consequent strong backlog of traffic to 
provide east-west schedules to Detroit. As a result, TWA has found it necessary 
to limit its Detroit service to short-haul schedules with two engine equipment to 
serve traffic moving to such points as Cincinnati, Louisville, St. Louis and Kansas 


City. 

The naming of Detroit as an intermediate point on TWA’s New York-Chicago 
route would provide the needed support to allow the carrier to place larger equip- 
ment on its route so as to improve its Detroit service. TWA plans to establish 
an initial daily schedule of three first-class round trips,“ and two coach round 
trips * with Constellation equipment. We conclude that with the additional 
service TWA would provide, including the four-engine coach schedules, Detroit 


18 TWA’s participation on a single carrier basis is negligible. During the March and September 1954 
survey periods, out of a total of 2,967 Detroit-Los Angeles passengers, 2,338 were single carrier passengers. 
TWA carried 11 of these; in Detroit-San Francisco market, out of a total of 1,571 passengers, 746 were carried 
on a single carrier basis. TWA carried 3 of these. 

4 Acquisition of Marquette by TWA, 2C. A. B. 1 (1940). 

18 One between New York and San Francisco via Detroit and Chicago; one between New York and 
St. Louis via Detroit; and one between New York and Kansas City via Detroit and Chicago. It should 
be noted that the long-haul restriction which we are ae upon TW4A’s Detroit service will preclude 
the New York-St. Louis flight unless it is extended to Kansas City. 

16 One between New York and San Francisco via Detroit, Chicago, Kansas City, and Los Angeles; and 
one between Detroit and Los Angeles via Chicago. Our long-haul restriction will preclude the Detroit- 
Los Angeles flight unless it is extended to New York. 
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would enj oy a substantially improved service to the west coast. Detroit would 
also benefit from coach service with high-speed equipment to Kansas City. 
Furthermore, TWA could make a significant contribution to the Detroit-New 
York coach market. While other carriers provide coach services in this area, the 
presence of TWA as a vigorous coach operator will give further assurances of full 
development in the coach market. As TWA points out, the New \ork-Detroit 
coach volume represents only 16 percent of the total local traffic as compared to 
a 23-percent relationship in the Pitts tsburgh-New York market.” We agree with 
TWA that proper coach service between Detroit and New York would generate 
substantial additional traffic."* 

The award herein to TWA (similar to our action in Cleveland-New York non- 
stop case authorizing TWA to conduct New York-Cleveland nonstop service) will 
produce a significant improvement in TWA’s route structure. A stub-end route 
at Detroit will be removed, thereby permitting integration of this point into 
TWA’s transcontinental operations. WA will be able to obtain greater utili- 
zation of its equipment and greater flexibility in scheduling by carrying its aircraft 
into the New York l rather than leaving them at Detroit. 

We agree with TWA that its proposed Detroit operation will have no significant 
adverse effect upon other carriers. Much of the traffic that TWA would carry 
is already transported by TWA almost 90 percent of its journey. Thus, in 1953 
TWA carried, by connection at Chicago, almost one-quarter of the total Detroit- 
California traffic movement. Moreover, a major portion of the traffic which 
TWA cts to attract will be new coach potential developed at Detroit to New 
York, icago, Los Angeles, and San Francisco. We believe that the coach 
ae at Detroit is relatively Undeveloped. During the March and September 
1954 survey periods, of 17,722 local passengers between Detroit and New York, 
coach passengers accounted for only 3,419 or about 19 percent * of such traffic. 
There is little doubt, that among the applicants herein, TWA has been vigorous 
in the inauguration and development of coach service. 

We are convinced that with vigorous development of coach service herein 
proposed TWA will generate new traffic at Detroit. We, therefore, find merit 
i WA’s contention that such new traffic will lessen the diversionary impact of 
its proposal. In addition, TWA has indicated a willingness to accept a long-haul 


restriction. We are mane that TWA’s flights serving Detroit must originate 


or terminate at Kansas City or points west, and at New York.” Such a restriction 
will materially minimize the adverse effect on other carriers. We are satisfied 
that the diversionary impact of TWA’s certification upon other carriers will not 
seriously affect the operations of those carriers. 

TWA indicated a willingness to accept a condition which would require it to 
surrender its Detroit-Cincinnati segment upon grant of the subject application. 
We do not believe imposition of the suggested condition is appropriate or necessary 
since we are not desirous of forcing an immediate disruption of service now 
provided by TWA to the residents of the cities on the Detroit-Cincinnati segment 
without having a qualified transferee immediately available. Since TWA has 
indicated a willingness to transfer the Detroit-Cincinnati segment to any carrier 
named by the Board once it is granted its requested Detroit-Chicago route, we 
will adopt the suggestion of the examiner and institute an investigation to deter- 
mine whether such a transfer would be in the public interest, and if so, to what 
carrier. 

Service to Philadelphia. —The examiner recommended and we agree that 
United’s restriction on Detroit-Philadelphia service should be removed so that 
United may operate turnaround service in this market. However, the examiner 
denied all applications for competitive service between Philadelphia on the one 
hand, and Cleveland and Detroit, on the other hand. We find that the public 
convenience and necessity require additional air service in these markets and 
that Capital should be selected to provide this service. 

We agree with the city of Philadelphia that the importance of the communities 
involved and the volume of traffic already developed indicates the need for a 
second carrier in this market. The record shows that in 1954 (based upon March 
and September 1954 surveys) Philadelphia-Detroit generated 60,000 local pas- 


17 Based on survey data for September 1953, and March 1954. 

18 ‘TW A’s restricted service between New York and Detroit poses no problem as to number of carriers in 
the market. We have already noted the size and remarkable growth of this market in authorizing North- 
west to provide an additional turnaround service. During the survey months of March and September 
1954, 38,439 passengers were carried between these points 

18 There was, in addition, a negligible amount o' aia coach-regular fi 

2% This will be accompanied by the elimination of TWA’s restriction No. pt ye am eh prevents nonstop 
— — Detroit, on the one hand, and Los Angeles, San Francisco, Oakland, hoenix, on the 
other han 
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sengers and Philadelphia-Cleveland developed 44,000 local passengers. Aside 
from the actual volume generated in these markets the rate of groWth is significant. 
Thus, between 1952 and 1954, the number of passengers practically doubled. 
The size and potential of these markets is brought into focus when it is realized 
that Philadelphia is the third largest city and Detroit is the fifth largest in the 
country. In terms of cities with which Philadelphia has exchanged the greatest 
number of air passengers, Philadelphia-Detroit ranks third and Philadelphia- 
Cleveland ninth. In this context, we are convinced that the size and potential 
of these markets clearly warrant competitive air service in order to insure that 
the a public will obtain the quantity and quality of service to which it is 
entit. 

We have selected Capital rather than American to provide the additional 
service because the markets involved will logically fit into a regional carrier’s 
system and will, together with our other actions herein, further strengthen 

apital as a regional carrier. We also take note of Capital’s interest in promoting 
coach service and its effectiveness as a competitive spur in markets of this size. 
Furthermore, it is important to note that Capital will be in a ition to provide 
new one carrier service for Philadelphia passengers to the Twin Cities and southern 
Michigan points on Capital’s system. Between 1952 and 1954 air passengers in 
these markets increased 65 s, In 1954, there were some 6, passengers 
exchanged between Philadelphia and Twin Cities even in the absence of single- 
oe service; and in the same period some 6,084 passengers moved between 

hiladelphia, on the one hand, and Flint, Grand Rapids, Lansing, Muskegon, 
and Saginaw, on the other hand. Capital will be in a position to provide one- 
carrier service to these traffic flows which undoubtedly will increase with improved 
service. 

Delta contends that Capital’s application for Philadelphia service on Route 55 
is mutually exclusive of its application in docket No. 6011 seeking amendment 
of its Route 24 from Atlanta to New York/Newark via Charlotte, Washington, 
Baltimore, and Philadelphia. We cannot agree with this contention. In our 
view the applications of Capital and Delta are quite different and are not mutually 
exclusive. For Capital, Philadelphia is but the addition of one intermediate 
point on its Route 55 between New York and Harrisburg, which already extends 
south to Atlanta, Birmingham, and New Orleans. On the other hand, Delta’s 
application embraces a major route extension to New York traversing a very 
substantial portion of the United States, and Philadelphia service is only a minor 
incident of that application.227 We find that the addition of Phila elphia to 
Capital’s Route 55 is not mutually exclusive of Delta’s application in docket 
No. 6011 and in fact would not preclude the award to Delta of its requested 
Philadelphia service if Delta were otherwise to be extended to New York in 
accordance with its application. 

Service to Cleveland.—We concur in the examiner’s conclusion that the public 
convenience and necessity do not require the authorization of additional services 
in the Cleveland market as proposed by American and TWA in this proceeding. 
However, our reasons differ from his in a number of respects. We are denying 
TWA’s application herein the light of our action in the Reopened Milwaukee- 
Calas eer York Restriction case (Cleveland-New York nonstop service), 
Docket No. 1789 et al., which is being issued concurrently herewith, authorizing 
TWA to provide New York-Cleveland nonstop service subject to a long-haul 
restriction. TWA has indicated that grant of its New York-Cleveland nonstop 
application in Docket No. 1789 et al., is a “more logical and effective means of 
strengthening its Cleveland o rations” than its application for Cleveland-New 
York service in this case. e believe that TWA with its nonstop New York- 
Cleveland authorization will — be in a position to provide all the needed im- 
provements in Cleveland service to the west. 

We cannot find on this record that the Cleveland-New York nonstop market is 
large enough to support an additional service by American. Accordingly, we will 
deny American’s application for additional New York-Cleveland nonstop service. 


21 Based on Survey data, March and September 1954. 
22 As we said in the Additional Southwest-Northeast Service case (docket No. 2355 et al), order No. 
E-7804, dated October 8, 1953, p. 4 (mimeo.): “* * * The ens of such an argument are obvious. 
By the same token, the addition of a point to the system of any carrier would require the Board to hear 
ny eee for a route —— in a part or in its catbear the route of the applicant carrier. The 
Ashbacker doctrine does not uire such fantastic results. While the addition of Tulsa and 
eee City to TW A’s route is might & ect in some the su x consideration of the Eastern 
and United transcontinental proposals, er effect would be confi to these two cities, a relatively 
insignificant of a transcontinental route. These Eastern and United proposals and the addition of 
Tulsa and Oklahoma City to TWA’s route are not mutually exclusive." 
%3 The restriction requires TWA to originate or terminate flights serving Cleveland, Ohio, and New 
York, N. Y., at St. Louis, Mo., or a point west thereof. 
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We also agree with the examiner that the public convenience and necessity do not 
require the authorization of additional Cleveland-Chicago service. As the 
examiner points out, it is more than likely that TWA would divert more than the 
estimated 15 percent of the Chicago-Cleveland market. American’s application 
would give only a slight amount of new first one-carrier service while providing a 
competitive service which would divert traffic from Capital and United. We agree 
with the examiner that the price of any benefits which TWAand American could 
supply to Cleveland-Chicago traffic would be the diversion of substantial volumes 
of traffic now hauled by the existing carriers. We also find that this market is 
not large enough to support any additional competitive services at this time. 

Chicago-Detroit service.—We agree with the examiner that Braniff’s application 
should be denied but we rest our conclusion on somewhat different grounds than 
did the examiner. Braniff bases its proposal on the alleged need for one-carrier 
service between Detroit and points served by Braniff on the Southwest. As the 
examiner points out, the benefits flowing from Braniff’s proposal to cities between 
Detroit and points south of Chicago are relatively few in number. Moreover 
for other reasons, we are authorizing TWA and Northwest herein to provide 
additional services between Detroit and Chicago; and we expect that our award 
of Detroit to TWA on its New York-Chicago route will result in improved service 
to the southwest points of Kansas City and Wichita, which are served by both 
TWA and Braniff. Braniff’s proposal would benefit substantially fewer passen- 
gers than TWA’s Detroit proposal and would place Braniff in a position to carry 
traffic in which TWA has a greater historical participation. In our judgment, 
Braniff has not shown that its proposal will confer sufficient public benefits or 
that the markets to which it would provide new service are sufficiently large or 
have a sufficient potential to warrant additional competitive services over and 
above the ones which we are authorizing herein to TWA and Northwest.** Thus, 
our reasons for rejection of Braniff’s application turn primarily upon the absence 
of substantial public benefits from the proposed service rather than upon any 
concern over diversion from American, or upon the view, propounded by the 
examiner, that alleged inadequacy of service between Detroit and the Southwest 
should be remedied primarily in accordance with the statutory procedures out- 
lined in sections 404 and 1002 of the act. 

United’s Fort Wayne restriction.—We concur in the examiner’s conclusion that 
the restriction which prevents service to Fort Wayne on flights serving Detroit 
or Toledo be eliminated. The examiner found that United has saved about 
$383,000 annually by the elimination of duplicating flights under the operations 
conducted pursuant to the exemption. Delta contends that United could 
continue to receive the benefit of this saving if the Board made the exemption 
authority permanent subject to the existing condition against carriage of local 
traffic between Fort Wayne and Toledo. As the examiner points out, the com- 
plete elimination of the restriction is premised not only upon savings to United 
but also upon greater flexibility in United’s operations, and negligible adverse 
effect upon Delta. In addition, we find that continuation of such a restriction 
presents practical difficulties and is not economical. Also, it is clear that present 
traffic developments warfant elimination of the restriction which is no longer 
required by the public convenience and necessity. 

Capital’s New York-Toledo restriction.—Capital has requested the elimination 
of its restriction prohibiting nonstop service between New York, N. Y.-Newark, 
N. J., and Toledo, Ohio. We will grant this application. 

In the Milwaukee-Chicago-New York Restriction case (11 C. A. B. 310 (1950)), 
we refused to remove the restriction because we felt that the past traffic data 
with respect to Toledo did not indicate a need for such service. Since 1950, 
however, there has been a 97 percent increase * in the number of passengers 
carried between New York and Toledo. United carries the bulk of the passengers 
in the market. During the survey period March 1954, 636 total passengers were 
carried, of which 96 percent went by one carrier. United carried 445 passengers 
on single-carrier service (73 percent) while Capital carried 160 (26 percent) in such 
service and TWA 5. During the survey period September 1954, a total of 712 


* The same considerations apply to the pnpiention of United for the elimination of its Detroit restriction 


with reference to Chicago-Detroit service. Our authorization of Northwest and TWA herein will supply 
all the needed improvements in Chicago-Detroit service and will at the same time correct deficiencies in 
the route pattern of these carriers. United’s application does not offer a comparable benefit in this regard. 
Accordingly, we will deny United’s application as to Detroit-Chicago service. 

23 By exemption United has been permitted to serve Fort Wayne and Toledo (but not Detroit) on the 
same flight provided that local traffie was not carried between these points. 

% Based on survey periods, March and September 1950, and March and September 1954. 
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passengers were carried of whom 672 or 94 percent received single-carrier service. 
Of the latter group, Capital carried 96 or 14 percent, United 575 or 86 percent, 
and TWA 1. We take note of the fact that in the survey periods of March and 
September 1954 there was a negligible number of coach passengers in this market, 
and even these few used coach in combination with regular flights. 

It would appear that Capital’s participation in this market has been limited by 
the subject restriction. The size, and particularly the rate of growth of the market 
has convinced us that there is no longer any need for the restriction. Neither 
United nor TWA has voiced any objection to the removal of the restriction. 
Accordingly, we will eliminate Capital’s nonstop restriction between New York 
and Toledo. 

Buffalo-Rochester-Syracuse service.—The examiner awarded to Capital an exten- 
sion of its routes from Detroit to New York via Buffalo, Rochester, and Syracuse. 
We agree with this award, except as to Syracuse which will be discussed hereinafter. 

The objection has been raised that the selection of Capital fails to provide 
Buffalo with a competitive service to points west of Chicago, such as would be 
provided by United. We have taken cognizance of this fact, but we find that the 
selection of Capital meets the dominant need for a competitive service, namely to 
points such as New York and Detroit, and that the choice of a regional carrier such 
as Capital holds promise for the most effective competition in these regional mar- 
kets. We do not find at this time a sufficient need for competitive service to the 
west - override the benefits of selecting a regional carrier for the route here in- 
volved.?? 

As we have previously noted above in respect to Colonial’s application for the 
New York-Chicago route, we do not regard that carrier as being in a position to 
provide an effective competitive service to that of American. Also, as the exam- 
iner points out, Colonial would not render the same quality of service as Capital. 
While United could provide public benefits to much of the same traffic as Capital, 
it is not in a position to provide those advantages which Capital can toward the 
promotion of a better balanced air transport system. Moreover, as the examiner 
points out, Capital would divert less traffic from American than United, while 
providing the required services as well as United. 

With respect to Syracuse service, we have decided to defer applications for 
this service until we have had an opportunity to consider Mohawk’s application 
for a Syracuse-New York nonstop service. Mohawk already provides air service 
between Syracuse and New York and it is posssible that a nonstop authorization 
to Mohawk would fully meet the needs for competitive Syracuse-New York ser- 
vice and at the same time result in substantial subsidy savings to the Govern- 
ment. Accordingly, we will order an expedited hearing on that portion of Mo- 
hawk’s application in Docket No. 6179 which seeks a Syracuse-New York non- 
stop, and defer those portions of the applications herein which request authority 
to provide service to Syracuse.”* 

ittsburgh service.— Included in the proceeding were a number of applications 
proposing new service to Pittsburgh or the removal of certificate restrictions on 
outstanding Pittsburgh authorizations.2® The Examiner recommended that of 
these proposals Capital’s application (Docket No. 6119), should be granted to 
ermit New York-Pittsburgh turnaround service; that American’s application, 
ocket No. 6115, insofar as it requests authority to serve Pittsburgh should be 
deferred for contemporaneous decision with the Additional Southwest-Northeast 
Service case (Docket No. 2355 et al.); and that United’s application, Docket 
No. 5746, insofar as it seeks Pittsburgh authority, should be deferred for contem- 
poraneous consideration with the Denver Service Case (Docket No. 1841 et al.). 
With all of these recom mendations we agree.*® 

In addition, the examiner recommended granting Eastern’s application, Docket 

No. 6121, to remove the so-called ‘‘closed door’’ restriction in its existing authori- 


” For the survey periods March and September 1954, the distribution of Buffalo traffic to major markets 
reveals that only 1,192 passengers traveled to the major western points of Los Angeles, San Francisco, Den- 
ver, Seattle, and San Diego, as t 22,113 passengers to major points on Capital’s system, e.g., New York, 
Detroit, Chicago, Pittsburgh, Philadelphia, Cleveland, and Rochester. 

% In the light of this action, we will deny Mohawk’s application in Docket No. 7315 for an exemption 
authorizing New York-Syracuse nonstop service. 

2% In addition to the carriers hereinafter discussed, North American and National requested New York- 
Chicago routes that would include Pittsburgh as an intermediate point. In view of the fact that we have 
— elsewhere that the latter applications should be denied in their entirety, they will not be dis- 
cussed here. 

% We will, of course, expedite these other proceedings so that an early decision can be reached regarding 
the question of additional service between Pittsburgh and the West. We will also defer for future considera- 
tion (a) that portion of TWA’s application, Docket No. 1756, which involves additional service between 
Fc ape = Pittsburgh, and (+) that portion of Capital’s application which proposes Philadelphia-Pitts- 

urgh service. 
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zation which prohibits it from carrying local traffic between Pittsburgh, on the 
one hand, and Akron, Cleveland, and Detroit, on the other hand. The examiner 
would substitute a new condition providing that flights serving Pittsburgh, on 
the one hand, and Akron, Cleveland, or Detroit, on the other hand, shall originate 
or terminate at Roanoke, Va., or a point south thereof. Since Northwest’s appli- 
eation Docket No. 4294, proposing the removal of certain conditions relating to 
its service between Pittsburgh, Detroit, and Cleveland, was not consolidated 
into the proceeding, the examiner refused to permit the introduction of evidence 
relating to it and made no findings or recommendation concerning it. The 
carrier contends that its application and Eastern’s (as well as American’s and 
United’s) are mutually exclusive within the meaning of the Ashbacker case *! 
and that the grant of any one of the latter proposals without giving contempo- 
raneous consideration to its own application would be unlawful. While we agree 
with the examiner’s recommendation as to Eastern’s application, we have con- 
cluded that this change should be granted on a temporary basis. 

Without passing on the validity of Northwest’s legal contention, we have 
decided as a matter of discretion that a long-range decision on Eastern’s request 
should not be reached until we have before us, and have had an opportunity 
to consider, Northwest’s proposal to remove the restriction wh'ch now requires 
it to serve Detroit, Cleveland, and Pittsburgh only on flights originating or 
terminating at the Twin Cities or a point west thereof. We will, therefore, set 
Northwest’s application in Docket No. 4294, insofar as it seeks removal of the 
foregoing restriction, for expedited hearing and will provide that the relief granted 
Eastern from its present ‘‘closed door’’ restriction shall continue in effect until 
60 days after final decision on Northwest’s proposal. We will, of course, hold 
the record herein open so that in the event such action appears to be warranted 
at the time the Board passes on Northwest’s application, the Board will be in 
a position to continue Eastern’s authority to carry local traffic between Pittsburgh, 
Akron, Cleveland, and Detroit. 


Applications of Colonial, Eastern, National, and North American 


The examiner has recommended denial of the applications of the above-named 
carriers, and we agree with his recommendation as well as the reasons stated in 
support thereof. owever, we wish to add several comments. 

t is significant to our decision herein that we are providing for additional 
competition and the further development of coach service in the markets here 
involved, and at the same time making possible substantial corrections in the 
route deficiencies of Capital, Northwest, and TWA. Were we to grant a com- 

letely new route to a new carrier, we would find it necessary to forego the public 
nefits flowing from the improvements in the existing carriers’ route patterns. 
We can find no sound basis for doing so on this record. 

Finally, we must point out that with respect to North American’s joint appli- 
cation, we would deny that application for the additional reason that we are 
unable to find the applicants ‘willing’ to comply with the act and the Board’s 
regulations as provided in section 401 (d) of the act. Our conclusion in this 
regard is predicated upon the facts of record herein which show that Messrs. 
Weiss, Lewin, Fischgrund and Hart, the central figures in the North American 
group, have a long history of association with flagrant violations of the act and 
cannot be found sufficiently reliable to entrust with the openers of the certificatea 
routes they propose herein. As the moving figures in the operations of Standard 
Airlines, Viking Airlines and Oxnard Sky Freight, these individuals have shown 
such a callous disregard for the act and regulations as to lead to the conclusion 
that they would be prone to disregard the requirements of the act and regulations 
in the future, if they deemed it advantageous to their own economic gain. The 
facts of record show clearly that these individuals gained unlawful control of 
Twentieth Century Air Lines, Trans National Airlines, Trans American Airways, 
and Hemisphere Air Transport without Board approval in violation of section 
408 of the act; that each of these carriers thereafter engaged in regular and 
frequent service in violation of the Board’s Economic Regulations and section 
401 (a) of the act; and that these violations were knowing and willful.* 


31 Ashbacker Radio Corp. v. Federal Communications Commission, 326 U.S. 327. 

32 See our findings and conclusions in this regard in our decision of July 1, 1955 (Order No. E-9360), which 
findings we incorporate herein by reference. The violations referred to herein are without reference to the 
violations committed by the North American “combine’”’ (under the aegis of Messrs. Weiss, Lewin, 
Fischgrund and Hart) which were found to exist in Docket No. 6000, as a result of combined operations by 
the four individual carriers. The carriers challenged these violations by an attack on the validity of the 
Board’s regulations involved. Of course, we believe the regulations in question valid; but even if we were 
in error, the other activities of Messrs. Weiss, Lewin, Fischgrund and Hart, as noted in the text, and the 
violations committed by the carriers individually would cause us to find North American not “fit, willing, 
and able.” 
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In finding the North American applicants not “fit, willing, and able’’ we do so 
not because of any punitive objective, for as North American has pointed out, 
that is not the a of the fitness test in section 401. We are merely appraising 
the fitness of the applicants in terms of section 401 of the act and the prospects 
for reliability in conforming to the act and regulations. Although North American 
has suggested that a temporary certificate would be a means for testing the 
applicants’ fitness under a certificate, we cannot agree with such an approach in 
the facts and circumstances here involved. This is not a case where there is only 
a question mark hovering over fitness; the facts clearly show such a pattern of 
unreliability as to preclude even the granting of a temporary certificate. 

Counsel for North American stresses the adherence of the applicants to safety 
requirements and points to the business reliability of these carriers in dealing 
with the public and with other companies. But as National points out, these 
items are explained by the fact that they inure to the economic benefit of the 
North American group. They do not show that under certificated operations the 
applicants would or could resist unlawful activities which would be profitable to 
them, but contrary to law. Based upon the standards embodied in section 401 (d) 
= - unable to find North American “‘fit, willing, and able” within the meaning 
of the act. 


Impact upon American 

American is critical of the initial decision in not presenting an estimate of the 
total diversion which American will suffer from the route awards recommended 
by the examiner. American claims that it will suffer a loss in revenues of some 
$9 million annually, which is said to represent two-thirds of American’s net profit 
after taxes, in 1954, and 42 percent of American’s net profit before taxes.” ‘hile 
American asserts that such diversion would be “serious” the carrier does not 
establish that it would in any way jeopardize the soundness of American’s opera- 
tions, or otherwise impair the basic strength of the carrier. 

We have considered the factor of diversion from American in its bearing upon 
the new authorizations granted herein, and have concluded that such diversion 
as will occur will not be so serious as to warrant denial of the authorizations 
involved. To begin with, we find that American’s diversion estimates do not 
take adequate account of the growth in the markets involved and the stimulation 
of new traffic that will flow from the new competitive services. In our judgment, 
a substantial part of the revenues which the new services received will flow from 
a ee traffic rather than from traffic generated by American. This 
will especially true with respect to coach services that will be offered. It is 
unnecessary for us to attempt to arrive at a precise estimate of the actual diver- 
sion which will take place. With full knowledge of the outstanding strength of 
American in the domestic trunkline field, the richness of the markets involved 
and the established position of American in these markets, we do not have the 
slightest doubt that American will retain a strong position in these markets, and 
continue its preeminent position in the domestic trunkline picture. 

Based upon the foregoing considerations and all the facts of record, we find: 

1. That the public convenience and necessity require the amendment of 
Capital’s certificates for routes Nos. 14 and 55 to eliminate therefrom the restric- 
tion inst provision of turnaround service between Pittsbu and New York. 

2. That the public convenience and necessity require the amendment of 
Eastern’s certificate for route No. 6 to eliminate therefrom the restriction providing 
that the holder shall not engage in local air transportation between Pittsburgh, on 
the one hand, and Akron, “Cleveland, or Detroit, on the other hand, and to 
substitute therefor a restriction providing that — between Pittsburgh, on 
the one hand, and Akron, Cleveland, or Detroit, on the other hand, shall originate 
or terminate at Roanoke, Va., or a point south thereof, such restriction to termi- 
nate 60 days after final decision by the Board in Docket No. 4294, unless prior 
to that time the Board further extends such authority; in the event such authority 
is terminated, the restriction shall thereafter require that “‘the holder shall not 
engage in local air transportation between Pittsburgh, Pa., on the one hand, and 
Akron, Ohio, Cleveland, Ohio, and Detroit, Mich., on the other.” 

3. That Eastern’s application insofar as it seeks removal on a permanent 
basis of the existing restrictions on local service between Pittsburgh, on the one 
hand, and Akron, Cleveland, or Detroit, on the other hand, should Ee deferred for 
contemporaneous consideration with Docket No. 4294. 


% Significantly, American makes no reference to the reduction in costs that would occur through con- 
tractions of its service attendant upon any such loss of revenues. 
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4. That American’s application in Docket No. 6115 insofar as it seeks authority 
to serve Pittsburgh should be deferred for contemporaneous consideration wit 
the Additional Southwest-Northeast Service Case (Docket No. 2355 et al.). 

5. That United’s application in Docket No. 5746 insofar as it seeks authorit: 
to serve Pittsburgh should be deferred for contemporaneous consideration wit 
the Denver Service case (Docket No. 1841 et al.). 

6. That Capital’s application in Docket No. 6120 insofar as it seeks authority 
to engage ia air transportation between Pittsburgh aad Philadelphia, and TWA’s 
application in Docket No. 1756 insofar as it seeks authority to engage in air 
transportation between Cleveland and Pittsburgh should be deferred for future 
consideration by the Board. 

7. That Northwest’s proposals in Docket No. 4294— other than those seeking 
removal of the restriction in its certificate against provision of service between 
Pittsburgh, on the one hand, and Cleveland or Detroit, on the other hand, except 
on flights originating or terminating at Minneapolis-St. Paul or points west 
thereof—should be severed from Docket No. 4294 and assigned cket No. 
7376; and that Docket No. 4294 should be set down for expedited hearing before 
an examiner of the Board. 

8. That the public convenience and necessity require that segment 3 (a) of 
TWA’s route No. 2 be amended by adding Detroit, Mich., as an intermediate 
point between Chicago, Ill., and the coterminal points New York, N. Y., and 
Newark, N. J., subject to a restriction that the holder may serve Detroit on said 
segment only on flights originating at Kaisas City, Mo., or a point west thereof 
and terminating at New York, N. Y., or Newark, N. J., or originating at New 
York, N. Y., or Newark, N. J., and terminating at Kansas City, Mo., or a point 
west thereof. 

9. That the public convenience and necessity require the amendment of TWA’s 
certificate for route No. 2 to eliminate therefrom the restriction in paragraph 
No. 12 thereof that flights serving Detroit, Mich., on the one hand, and Los 
Angeles, San Francisco or Oakland, Calif., or Phoenix, Ariz., on the other hand, 
shall also serve one of the following points: Columbus, Daytoa or Cincinnati, 
Ohio, St. Louis, or Kansas City, Mo. 

10. That the public convenience and necessity require that segment 1 of 
Northwest’s route No. 3 be amended by adding Chicago, IIl., as an intermediate 
point between Detroit, Mich., and Milwaukee, Wis., subject to a restriction that 
flights serving Chicago, Ill., shall originate at Minneapolis-St. Paul, Minn., or 
a point west thereof, and terminate at New York, N. Y., or Newark, N. J., or 
originate at New York, N. Y., or Newark, N. J., and terminate at Minneapolis- 
St. Paul, Minn., or a point west thereof. 

11. That the public convenience and necessity require the amendment of 
Northwest’s certificate for route No. 3 so as to eliminate from paragraph numbered 
(3) thereof the restriction against the provision of turnaround service between 
Detroit, Mich., and New York, N. Y., or Newark, N. J. 

12. That the public convenience and necessity require the amendment of 
United’s certificate for route No. 1 so as to eliminate from paragraph numbered 7 
thereof the restriction against the provision of turnaround service between 
Detroit, Mich., and Philadelphia, Pa., and to eliminate the restriction in para- 

raph numbered 11 thereof against serving Fort Wayne, Ind., on flights serving 
Detroit Mich., or Toledo, Ohio. 

13. That the public convenience and necessity require that segment 2 of 
Capital’s route No. 14 be amended by adding Philadelphia, Pa., as an intermediate 
point between the terminal point New York, N. Y.-Newark, N. J., and the inter- 
mediate point Pittsburgh, Pa., subject to the restriction that the holder shall 
not engage in local air transportation of persons, property, or mail between 
Philadelphia and Pittsburgh, Pa., pending final decision by the Board upon 
that portion of Capital’s application in Docket No. 6120, which has been deferred 
herein, seeking authority to engage in air transportation between Pittsburgh and 
Philadelphia. 

14. That the public convenience and necessity require that Capital’s route 
No. 14 be amended by adding Buffalo and Rochester, N. Y., as intermediate 

ints between the intermediate point Detroit, Mich., and the terminal point 
Seer York, N. Y.,-Newark, N. J. 

15. That the public convenience and necessity require the amendment of 
Capital’s certificate for route No. 14 so as to (a) eliminate from paragraphs 
numbered 4 and 5 thereof the restrictions against turnaround and nonstop service 
between New York, N. Y.-Newark, N. J., and Detroit, Mich., and to eliminate 
from paragraph numbered 4 thereof the restriction against scheduled nonstop 
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service between New York, N. Y.—~Newark, N. J., and Toledo, Ohio, and (+ 
to eliminate the requirement in paragraph numbered 6 thereof that flights serving 
New York, N. Y.—Newark, N. J., on the one hand, and Chicago, Ill, on the 
other hand, shall serve a minimum of two intermediate points between such points. 

16. That the public convenience and necessity require that Capital's route 
No. 55 be amended so as to add Philadelphia, Pa., as an intermediate point be- 
tween the terminal point New York, N. ¥.—Newark, N. J., and the intermediate 
point Harrisburg, Pa., subject to the restriction that the holder shall not engage 
in local air transportation between Philadelphia, and Pittsburgh, Pa., pending 
final decision by the Board on that portion of Capital’s application in Docket 
No. 6120, which has been deferred herein, seeking to engage in air transportation 
between Pittsburgh and Philadelphia. 

17. That the public convenience and necessity require the amendment of 
Capital’s certificate for route No. 55 to eliminate the restriction in paragraph 
numbered 4 against turnaround service between New York, N. Y.—Newark, 
N. J., and Detroit, Mich., and to eliminate the restriction in paragraph numbered 
5 requiring that flights serving New York, N. Y.-Newark, NS. and Chicago, 
Jll., shall serve a minimum of two intermediate points between such points. 

18. That Mohawk’s proposals in Docket No. 6179—other than those seeking 
authority to perform Syracuse-New York nonstop service—should be severed 
from Docket No. 6179 and assigned Doeket No. 7377, and that Docket No. 
6179 should be set down for expedited hearing before an Examiner of the Board. 

19. That those portions of the applications herein seeking authority to perform 
Syracuse-New York nonstop service ~ deferred for contemporaneous consideration 
with Docket No. 6179. 

20. That an investigation should be instituted, pursuant to section 410 (h) of 
the act, to determine whether the public convenience and necessity require and the 
Board should order that the authorization for that part of segment 1 of TWA’s 
route No. 2 between Cincinnati, Ohio, and Detroit, Mich., via Dayton, Columbus, 
and Toledo Ohio, should be transferred to another carrier, and if so, to which 
carrier? 

21. That the public interest does not require additional through service via 
equipment interchange between Northwest and Capital, between Chicago, IIL, 
and points west thereof, on the one hand, and Detroit, Mich., Cleveland, Ohio, 
Pittsburgh, Pa., and New York, N. Y., on the other hand, and that the investiga- 
tion instituted by Order No. E-7356 dated May 4, 1953, should be dismissed. 

22. That Northwest, TWA, United, Capital, and Eastern are citizens of the 
United States within the meaning of the act, and respectively fit, willing, and able 
properly to perform the air transportation authorized herein for such carriers and 
to conform to the provisions of the act, and the rules, regulations, and requirements 
of the Board thereunder. 

23. That except to the extent hereinabove granted or deferred, all applications 
herein should be denied. 

‘ i the exemption application of Mohawk in Docket No. 7315 should be 
enied. 

An appropriate order will be entered. 

Rizley, Gaetan: Lee, Gurney, and Denny, members of the Board, concurred 
in the above opinion. Adams, Vice Chairman, filed the attached concurring and 
dissenting opinion. 


Apams, vice chairman, concurring and dissenting: 


I could agree completely with the majority decision in this very important case 
were it not for my concern over the underdevelopment of low-fare aircoach service 
in the New York, Chicago area. It will be noted from a reading of the majority 
decision that no specific action has been taken in order to insure a more adequate 
development of aircoach service in this area than has taken place thus far—at 
least 8 years after low-fare aircoach service was inaugurated in this country. 

The underdevelopment of coach passenger traffic at this late date between 
New York and Chicago, and between these two cities, on the one hand, and the 
major intermediate points, on the other, of Detroit, Cleveland, Pittsburgh, 
Buffalo, and Philadelphia, is to my mind one of the most striking features of this 
entire New York-Chicago proceeding. I am convinced that it is of sufficient 
importance to require us in the best interests of the more than 2 million annual 
air passengers traveling in this area, to take at least some action to see to it that 
low-fare aircoach service will be provided either by the existing carriers in the area 
or by other carriers, the past record of which indicates unquestionably their real 
interest in the low-fare air passenger. 
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My concern arises from the numerous statements made in this record at the 
hearings, on brief and in oral argument pointing out just how underdeveloped 
aircoach passenger traffic is in this New York-Chicago area—unquestionably the 
most densely populated and highly industrialized area in the United States. 
In table I attached hereto, I have summarized the relative development of coach 
passenger traffic in the New York-Chicago area markets with that achieved in 
other selected city pairs (in each of which Chicago or New York is one of the 
cities). This tabular summary is most revealing, it seems to me, as a record of 
what has happened in coach development in these two groups of markets from 
September 1950 through September 1954. 

As the table shows, the development of aircoach passenger traffic accomplished 
by the five trunkline carriers which presently operate in the New York-Chicago 
area leaves much to be desired. Coach passengers developed by these carriers in 
the area’s 10 city pairs which I have listed comprised less than 19 percent of the 
total passenger movement in September 1954. In sharp contrast, aircoach traffic 
accounted for more than 50 percent of total passenger traffic in the six other 
markets which I have selected—each market having Chicago or New York as one 
city. The relatively poor development of aireoach traffic in the New York- 
Chicago area is most disappointing when it is realized that some 3,000 passengers 
per day moved in each direction in September 1954 in the 10 New York-Chicago 
markets which I have listed; and when it is noted further that even if the large 
New York-Chicago market itself is eliminated from these 10 city pairs, total air 
passengers per day in each direction exceeded 2,100. Surely this tremendous 
volume of passenger traffic is entitled to a much greater volume of aircoach service 
than has yet been offered by these trunklines. 

In light of this record, I cannot agree with Bureau counsel and the examiner 
here who have taken the position on this record that although admittedly some of 
these markets have received little or no coach service, it is inevitable that the 
profit motive alone will prompt the existing carriers to provide extensive coach 
service in the near future. It is much more reasonable to conclude on the basis of 
the past and present poor coach development, demonstrated by the attached table, 
that existing carriers in the area are more interested in aircoach development in 
other, longer-haul markets, and therefore cannot be relied upon to actively develop 
low-fare aircoach travel in the New York-Chicago area. 

I believe that it is accurate to say that my own record from 1951 to date has 
continually and consistently been one favoring the expansion of low-fare mass air 
transportation. I have made my position clear in majority and dissenting opin- 
ions and in several speeches delivered during the last 4 years. In light of this 
position, to which I still adhere, I concur with the majority’s award of several 
route improvements to the existing carriers in the New York-Chicago area; but I 
would defer decision upon the applications before us of two other carriers whose 
development of aircoach traffic leaves no doubt that their introduction into these 
markets would unquestionably bring more coach service to the 3,000 passengers 
who move in each direction each day in the 10 city pairs which I have listed. 

National Airlines has applied for a New York-Chicago route via various 
intermediate points and has agreed to operate an all-coach service if that is 
the Board’s desire. In 1954, 56.5 percent of National’s domestic revenue pas- 
senger-miles consisted of aircoach passengers—a higher percentage than that 
achieved on the systems of any of the five trunklines presently certificated in 
the New York-Chicago area. Such a record establishes the fact, it seems to me, 
that the Board could reasonably expect National, if certificated for a route in 
this area, to actively develop low-fare aircoach service. 

North American Airlines has also applied for a route in the New York-Chicago 
area and its record of low-fare mass air traffic development amply demonstrates 
that were it certificated here, low-fare aircoach travel in this highly populated 
area would be greatly stimulated. 

It is possible, of course, that I am underestimating the interest in low-fare 
aircoach development of some or all of the trunklines whose routes have been 
strengthened or further extended by a unanimous Board in this proceeding. 
For that reason, IT am not here recommending that we should immediately 
certificate either National or North American. he unreasonably slow develop- 
ment of low-fare aircoach travel in this important area impels me to recommend, 
however, that final action on the applications of both National and North Ameri- 
can be deferred for a period of 1 year. After this l-year period the effects upon 
low-fare coach travel of our route awards here will be apparent; and the Board 
will then be in a better position than it is now finally to dispose of National’s 
and North American’s applications in this case. 

(s) Josep P. Apams. 
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TABLE 1.— Percent coach passengers of total passenger trafic during September 
survey period in year 


1950 1952 1954 


Selected markets: Percent Percent Percent 
Chicago-M iami 52.0 57.3 73 
Chicago-Los Angeles 34.7 48.6 58 
Chicago-San Francisco . 41.8 ‘7 
New York-Los Angeles 3 45.7 | 16, 
New York-San Francisco 1.7 37.0 41 
New York-Miami 3 53.9 
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New York-Chicago area markets: 
Chicago- Detroit ‘ 

Chicago-Cleveland 
Chicago-Pittsburgh 
Chicago-Burffalo 
Chicago-Philadelphia_. 
Chicago-New York. - 
New York-Detroit __ 
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B. NEW YORK-CHICAGO CASE (DOCKET 986), OCTOBER 27, 1955 


E—-9692 
Served: October 27, 1955 


UNITED STaTes oF AMERICA Civit AERONAUTICS BOARD 
WASHINGTON, D. C. 
Docket No. 986 
New Yorxk-Cuicaco Cases 
Decided October 27, 1955 


Capital’s authority to provide service on route No. 55 for Philadelphia modified 
to require a stop at Pittsburgh, on all flights between Philadelphia, on the one 
hand, and points south of Pittsburgh, on the other hand, since nonstop service 
between Philadelphia, on the one hand, and points south of Pittsburgh, on 
the other hand, was not within the scope of the proceeding. 

Contemporaneous consideration given to deferred applications of United and 
Capital for additional Pittsburgh services with other applications for Pitts- 
burgh service in the Additional Southwest-Northeast Service case (Docket 
No. 2355 et al.); request for immediate action on deferred applications denied. 

Capital was properly authorized to provide service via Detroit between New 
York, on the one hand, and Milwaukee and Minneapolis/St. Paul, on the other 
hand, even though the carrier did not submit specific schedules proposing such 
service, 

Since Northwest will retain a competitive advantage in the New York-Milwaukee/ 
Twin Cities market which will enable it to minimize revenue diversion, imposi- 
tion of a restriction on Capital’s authority to provide similar service via Detroit 
will be denied. 

Restriction on TWA’s current authority to provide service on segments 1 and 2 
of route No. 2 between Detroit and western points, requiring an intermediate 
stop at one of the following: Columbus, Dayton, or Cincinnati, Ohio, Si. Louis 
or Kansas City, Mo, restored to certificate since nonstop service between 
Detroit, on the one hand, and Phoenix and points west thereof, on the other 
hand, is outside the scope of the proceeding; restriction requiring a stop at 
Chicago imposed on previously authorized New York-Detroit-Chicago service. 

Contemporaneous consideration given to TWA’s Detroit application herein and 
American’s application in the Denver Service case (Docket No, 1841 et al.), 


74189—56——_7 
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for additional Detroit service; previous decision granting TWA a new Chicago- 
Detroit-New York service reaffirmed. 

Detroit-New York market will not adequately support the additional services 
which United could render under the enlarged operating authority requested, 
and selection of Northwest over United to provide unrestricted service justified 
on considerations of carrier balance. 

Authorization of United to provide service at Buffalo with a long haul restriction, 
in addition to the unrestricted services of Capital and American, denied where 
the record indicates little demonstrated need for additional services for Buffalo 
beyond Chicago. 


APPEARANCES: 
Same as in Order No. E-9537, dated September 1, 1955. 


SUPPLEMENTAL OPINION AND ORDER ON RECONSIDERATION 


The Board on September 1, 1955, issued a decision “ in the above-entitled pro- 
ceeding which, inter alia, authorized the provision of substantial new or additional 
air service in the area involved. Petitions seeking reconsideration of our con- 
clusions in the proceeding, and other relief, have been filed by American Airlines 
Capita! Airlines, Colonial Airlines, Eastern Air Lines, Northwest Airlines, Unite 
Air Lines, and the city and the chamber of commerce of Buffalo, N. Y. Answers 
to the various petitions have been filed by American, Capital, Northwest, United 
Mohawk Airlines, and Trans World Airlines.** We have considered carefully the 
contentions of the parties and, except to the extent hereinafter indicated, find that 
reconsideration of our decision, or the other relief requested, is not warranted. 


Pitisburgh service 


A substantial portion of the petitions and answers filed in the proceeding relate 
to our conclvsions on the applications for additional service for Pittsburgh,** and 
stem from tle fact that there are other pending proceedings in which the various 
carrier parties in this case are also prosecuting Pittsburgh applications. Our 
decision was designed to provide without undue delay such additional service for 
Pittsburgh in this case as was required by the public convenience and necessity, 
without prejudicing the right to a fair hearing on certain other pending 
applications.*” 

United and Capital have asked that we act immediately on their applications 
for additional Pittsburgh service. American and TWA, on the other hand, have 
asked that we defer action on these applications for contemporaneous decision 
with The Additional Southwest- Northeast Service case (Docket No. 2355 et al.) .3* 
We have carefully considered the carriers’ contentions requesting and opposing 
further deferment of our consideration of additional Pittsburgh service. We 
have concluded that we will not act upon the deferred applications of United, 
American, or Capital for additional Pittsburgh service without at least giving 
comparative consideration to similar Pittsburgh service applications in the 
Southwest-Northeast case. We have, therefore, considered contemporaneously 
the records in the instant proceeding and the Southwest-Northeast case, as well 
as the Denver Service case (Docket No. 1841 et al.), insofar as service to Pittsburgh 
is concerned. In order not to dealy issuance of a final disposition of the other 
issues in this proceeding, we will not attempt at this time to deal with the deferred 
applications herein relating to Pittsburgh service. 


Philadelphia service 


In considering the need for additional service at Philadelphia, we concluded 
inter alia, that a competitive service was required to Cleveland and Detroit 
and authorized Capital to provide the needed service. However, in adding 


% Order No. E-9537. 

35 Eastern has also filed a response to Capital’s answer to Eastern’s petition. 

% We authorized Capital to provide unrestricted service between New York and Pittsburgh, and granted 
Eastern a temporary certificate which, in effect, substituted a long-haul restriction for a ‘‘closed-door’’ 
restriction on servive between Cleveland, Detroit, and Akron, on the one hand, and Pittsburgh, on the 
other hand, to expire 60 davs after final decision on Northwest’s proposo! to remeve the existing long-haul 
restriction 01 its Detroit/Cleveland-Pittsburgh service. In addition, we deferred decision (a) 0:1. Ameri- 
can’s Pittsburgh applizatio 1 for co 1temporaneous co 1sideration with The Additional Southwest-Northeast 
Service case (Docket No. 2355 et al.), (0) oa United’s Pittsburgh application for contemporaneousconsidera- 
tion with the Denver Service case (Docket No. 1841, et al.), (ec) on Capital’s application for Philadelphia- 
Pittsburgh service, and (d) on TW A’s Cleveland-Pittsburch service. 

37 We also took cognizance of the fact that Northwest had on file with the Board proposals for Pittsburgh 
service which might be competitive with those heard in the instant proceeding. 

#8 Northwest seeks an even further delay of consideration of United's and American’s applications in the 
new York-Chicago case until after the Board has heard its proposals for Pittsburgh-Chieago service in 
Docket No. 6118. We shall consider their plea in connection with our decisions in the Deriver Service case 
and The Additional Southwest-Northeast Service case. 
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Philadelphia to Capital’s route system we did not take into account the fact 
that, as Eastern points out, our authorization would also enable Capital to 
provide direct service between Philadelphia and points on Capital's routes 
south of Pittsburgh. It is apparent that the scope of this proceeding is such 
that any service between Philadelphia and points on Capital’s routes south of 
Pittsburgh must be routed through Pittsburgh.” Since decision on Capital's 
application to carry local traffic between Philadelpma and oe been 
deferred, this requirement of a stop at Pittsburgh on service between Philadelphia 


and points south of Pittsburgh will involve some disadvantages for Capital 
However, the basic purpose of adding Philadelphia to the carrier’s route in this 


proceeding was to provide impro service to Detroit and Cleveland. The 
Seatrietion which we will here impose on Philadelphia service will not in anv 
way impede Capital's ability to provide this service. 


Detroit service 


As a result of our decision in this proceeding, there will now be five nonstop 
services between New York and Detroit, three of which will be unrestricted as 
to turnabout authority. In addition, there will also be five nonstop services 
between Chicago and Detroit, two of which are unrestricted. 

United, which may provide Chicago-Detroit-New York service subject to a 
long haul restriction, seeks reconsideration of our refusal to permit it unrestricted 
participation in the New York-Detroit market. We have considered fully 
United's allegations on this matter and find them without substantial merit. 
Contrary to United’s assertions, our decision did not ignore the effect upon its 
present traffic of the restriction on its current New York-Detroit service. Our 
decision granting United turnaround authority for Detroit-Philadelphia service 
should free the carrier from the necessity of routing its New York-Detroit service 
through Philadelphia, and thus enable it, by routing such traffic nonstop between 
New York and Detroit, to provide both greater convenience for its present New 
York-Detroit traffic, as well as to improve its service for its traffic between 
Detroit and points west of Chicago. 

United also suggests that we failed to consider the granting of its application 
for unrestricted New York-Detroit service (a) in addition to Northwest and 
Capital, (6) in lieu of Northwest, or (c) at least in part by modification of its 
long-haul restriction so as to permit its flights to originate and terminate at 
Chicago rather than Denver. owever, our opinion specifically found that the 
size of the New York-Detroit market warranted the provision of only two addi- 
tional unrestricted services, and nothing in United’s petition warrants reconsid- 
eration of this conclusion. It is clear that Northwest, which has by far the larger 
present participation in the New York-Detroit market, has a superior claim to 
this market to United, regardless of the fact that both United and Northwest 
received contemporaneous authority to provide such service. Moreover, con- 
siderations of competitive balance to which we adverted in our earlier decision 
support the selection of Northwest over United. As Northwest pointed out, 
the deterioration of its position in the New York-Detroit market and the related 
impact on Northwest’s traffic west of Detroit, which would result were United 
selected instead of Northwest for turnaround service, would have a serious 
diversionary effect on Northwest’s operations, whereas the selection of North- 
west over United for unrestricted Detroit-New York service will not have a 
comparable impact on United. 

By a parity of reasoning, we have concluded that it would not be in the public 
interest to modify United's long-haul restriction as requested. It is questionable 
whether the restriction suggested, the substitution of Chicago for Denver as the 
origination or termination point for Denver service, would appreciably reduce 
United’s ability to participate in the New York-Detroit market over an unre- 
stricted authorization. We do not believe that the Detroit-New York market 
will adequately support the additional service which United would be enabled to 
provide, and that, in addition, the probable impact on Northwest’s services of the 
additional proposed service would adversely affect the competitive balance be- 
tween these carriers essential to the development of a sound national air route 
system.*! 


3 Eastern has asked tht we im a restriction inst the carriage of local traffic and the provision of 
one plane service between Philadelphia, on the one hand, and Charleston and points south thereof on route 
55, on the other hand. It is clear, however, that this case was heard with the understanding that the only 
restriction which would be imposed upon a new service between points on the present routes of the appli- 
cants outside the area, and a newly certificated point within the area would be a required stop at one of the 
boundary peints. Eastern has not demonstrated any need for more drastic restrictions. 

® Chicago-Milwaukee-New York Serrice case. 6 C. A. B. 217. 

‘1 What we have here said is also dispositive of Detroit’s request that, if we reconsider our decision as to 
Detroit, we remove the restriction of all carriers serving Detroit. 
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There are three additional matters in connection with our decision on additional 
Detroit service that warrant comment. First, American has correctly pointed 
out that, in authorizing TWA to provide additional service in the Chicago-Detroit- 
New York market we erroneously granted to TWA the right to provide nonsto 
services between Detroit, on the one hand, and Phoenix and points west*the ; 
on the other hand. TWA’s current Detroit service on segments 1 and 2 of 
route No. 2 is subject to the restriction that flights serving Detroit, on the one 
hand, and Los Angeles, San Francisco, Oakland or Phoenix, on the other hand, 
shall make an intermediate stop en route. And TWA’s application herein did 
not embrace modification of this restriction. Accordingly, we shall restore this 
restriction on service to Detroit on segments 1 and 2 to TWA’s certificate. 
We shall also, in accordance with the limitations of this proceeding, require a 
stop at Chicago on all flights over TWA’s new New York-Detroit-Chicago rout- 
ng,*® which also serve points west of Chicago. 

American has also argued that we erred in awarding TWA Detroit-Chicago- 
San Francisco rights in advance of consideration of American’s application relating 
to these markets in the Denver Service case. We have now had before us con- 
temporaneously both applications and have weighed them comparatively. We 
reaffirm the reasons previously stated herein for granting TWA’s application. We 
shall discuss further the relationship of TWA’s application herein and American’s 
in the Denver Service case, in our forthcoming opinion in the latter proceeding. 

Finally, Northwest has raised a question as to whether we are required to pro- 
hibit Capital from scheduling one-stop service between New York, on the one hand, 
and Minneapolis/St. Paul and Milwaukee, on the other hand, via Detroit, Mich. 
Capital is currently authorized to operate a similar one-stop service via Cleveland. 
Northwest complains, however, that Detroit’s community of interest with Mil- 
waukee and the Twin Cities is greater than Cleveland’s and that Capital will, 
therefore, be attracted to a New York-Detroit-Milwaukee/Twin Cities routing 
which will expose to diversion over $4 million of Northwest’s revenues between 
New York, on the one hand, and Milwaukee and the Twin Cities, on the other 
hand. Northwest states that the matter of one-stop service between the western 
cities and New York via Detroit was not in issue in the proceeding, that Capital 
failed to offer evidence in support of an operation of this type, and that we are 
therefore precluded from granting Capital any authority which would permit this 
service. 

Northwest’s contentions must be rejected. It is clear that this issue was 
within the scope of the proceeding. The fact that Capital did not show specific 
schedules using the authority in question does not require the conclusion that 
the service was not in issue. It is evident that the possible combinations of 
service that could be offered under the authority sought in a proceeding of this 
complexity are so myriad as to make it completely impractical for an applicant 
to show schedules using every conceivable routing which might be attained. As 
a matter of fact, the record shows that Northwest was not unaware that the grant 
of Detroit-New York nonstop authority to Capital would enable that carrier to 
provide a New York—Twin Cities/ Milwaukee service via Detroit. Thus North- 
west’s brief to the Board opposed a nonstop Detroit-New York service for Capital 
on the specific ground that it would enable Capital to penetrate its Northwest’s 
Twin Cities/Milwaukee—-New York traffic. We, however, gave little weight’ to 
the argument in view of Northwest’s own authority to operate nonstop services 
in these markets, in addition to comparable one-stop services via Detroit, which 
would continue to give Northwest a substantial competitive advantage over 
Capital and enable it to minimize diversion of its revenues. Accordingly, we 
shall deny Northwest’s request for relief.“ 


Buffalo service 

United has also asked that we reconsider our decision with respect to service 
for Buffalo, N. Y. United contends, inter alia, that we failed to consider author- 
ization of United to serve Buffalo in addition to Capital, subject to a long-haul 
restriction, in order that United could meet the asserted need of Buffalo for addi- 


tional service west of Chicago.® The eity and chamber of commerce of Buffalo 
have requested similar relief. 


“& TWA is currently required to stop at one of the following points: Columbus, Dayton, or Cincinnati, 
Ohio, St. Louis or Kansas City, Mo. 

® This service is provided on segment 3 of route No. 2. 

“In amending Northwest’s certificate with respect to its newly authorized New York-Chicago service. 
we inadvertently failed to limit the long-haul restriction on Chicag> service to service offered on segment 
1 of route No. 3. We shall, therefore, so modify Northwest’s certificate as to rectify this omission. 

4 American currently provides Buffalo with its only service west of Chicago. 
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Petitioners point to the fact that the New York-Buffalo market is a strong one, 
and that in other comparable markets in this area, such as New York-Cleveland, 
we have authorized restricted long-haul services, in addition to two or more un- 
restricted services, in order to better meet the need for additional service to 
California and other western points. 

However, as we pointed out in our earlier opinion in this proceeding, Buffalo's 
dominant community of interest and service needs are within the New York- 
Chicago area. Buffalo has little demonstrated need for additional beyond-Chi- 
cago services. Thus, for example, according to the most recent traffic data, the 
number of passengers between Buffalo, on the one hand, and Los Angeles and 
San Francisco, for example, on the other, was only slightly over one-third that 
exchanged between Cleveland and the California points. Under all the cireum- 
stances, we cannot find that the public convenience and necessity require that 
United be certificated to serve Buffalo in order to provide additional service to 
the West. 


Impact on American 


American has also challenged our conclusions as to the total diversion of its 
traffic resulting from our decision. American suggests that it will lose almost 
$14 million of revenue as a result of the duplicating services authorized in this 
proceeding.*?7 However, American does not even allege, and certainly could not 
prove that diversion in this amount would adversely affect its ability to provide 
its certificated service or impair the financial soundness of the company. More- 
over, it is significant that American’s diversion figure does not represent a net 
dimunition of American’s revenues by comparison with its 1953 results, upon 
which they were based, as a result of our decision. American’s annual rate of 
system growth is substantially in excess of this figure. Thus, the actual impact 
of our decision is merely to slow up American’s growth rate and to increase that 
of other carriers. In the long run, such a result, which contributes to better 
carrier balance, will best meet the needs of a sound national air route system. 

We have fully considered the matters set forth on behalf of the petitioners and 
find that, except to the extent otherwise indicated herein, they do not warrant the 
relief requested. Based upon the foregoing conclusions and all the facts of record, 
we find our decision in Order No. E-9537, dated September 1, 1955, should be 
modified: 

(1) By amending TWA’s certificate of public convenience and necessity for 
route No. 2: (a) to restore the requirement that flights on segments 1 and 2 
serving Detroit, Mich., on the one hand, and Los Angeles, San Francisco or 
Oakland, Calif., or Phoeniz, Ariz., on the other, should also serve one of the 
following points: Columbus, Dayton, or Cincinnati Ohio, St. Louis or Kansas 
City, Mo.; and (6) by adding a new requirement that flights on segment 3 serving 
Detroit, Mich., on the one hand, and points west of Chicago, Ill, on the other, 
should also serve Chicago; 

(2) By amending Northwest’s certificate of public convenience and necessity 
for route No. 3 by adding the phrase ‘‘on segment 1’’ immediately after the words 
‘Chicago, Ill.’”’ in condition ‘‘(3)” thereof; 

(3) By amending Capital’s certificate of public convenience and necessity for 
route No. 55 to provide that flights serving Philadelphia, Pa., on the one hand, 
and points on route No. 55 south of Pittsburgh, Pa., on the other hand, should 
also serve Pittsburgh; 

(4) That, except to the extent otherwise indicated herein, the petitions for 
reconsideration and other relief should be denied. 

THEREFORE, IT 1S ORDERED: 

1. That amended certificates of public convenience and necessity in the form 
attached hereto be issued to Trans-World Airlines, Inc., for route No 2; to 
nee Airlines, Inc., for route No. 3, and to C apital Airlines, Inc., for route 

o. 55; 

2. That said certificates shall be signed on behalf of the Board by its Chairman, 
shall have affixed thereto the seal of the Board attested by the Secretary, and 
shall be effective on October 30, 1955; 

3. That the amended certificates of public convenience and necessity for 
routes Nos. 2, 3, and 55, issued pursuant to Orders Nos. E—9537 and E~-9540, 
dated September 1, 1955, be, and they hereby are cancelled. 


March 1953 and September 1954 Airline Revenue Passenger Survey. 

“ There is considerable questi~n as to the validity of American’s diversion estimate. However, we do 
not deem it necessary to resolve this matter since, even if correct, we would not reconsider our decision in 
this case because of diversion in this amount from American. 
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4. That, except to the extent otherwise indicated herein, the petitions for 
reconsideration and other relief be and they hereby are denied 

Rizley, chairman, Adams, vice chairman, Lee and Denny, members of the 
Board, concurred in the above opinion and order, Gurney, member, did not 


take part in the decision. 
(8S) M. C, Mulligan, 


[seaL] M. C. Mvuuuican, 
Secretary. 


C. DENVER SERVICE CASE (DOCKET 1841 ET AL.), NOVEMBER 14, 1955 


E-9735 
Served: November 14, 1955 


Unrtep STaTEs or AMERICA CriviL AERONAUTICS BOARD 


WASHINGTON, D. C. 
Docket No. 1841 et al. 
Denver Service CasE 

Decided November 14, 1955 


Western Air Lines’ route No. 35 extended from Denver to San Francisco/Oakland 
via Salt Lake City and Reno, subject to a restriction against operating through 
plane service between San Francisco/Oakland and Reno, on the one hand, and 
points (other than Denver) north or east of Salt Lake City on routes Nos. 19, 
28 and 35, on the other hand. 

Where markets logically integrate with Western’s regional route system and will 
strengthen the smallest of the nonsubsidized trunkline carriers, at no cost to the 
Government and without significant adverse effect upon existing carriers, 
Western selected to meet demonstrated need for regional service to points on 
above-described routes. 

Selection of Western over Continental to perform regional operations on the 
Denver-San Francisco segment will favor a carrier that has historical participa- 
tion in these markets and can initiate such new service with a minimum of 
additional expense. 

One carrier transcontinental service selected over equipment interchange to 
serve needs of Denver and Kansas City for competitive service to points east 
of Chicago where long haul requirements are of such character, size and im- 
portance as to warrant a second transcontinental service, and such additional 
service may be restricted to the extent necessary to protect regional carriers 
without interfering with needed improvements in service to public. 

Proposed interchanges, at best, would provide schedules inferior to those of a 
single transcontinental carrier and would offer little or no improvement in 
service to many of the points for which Denver and Kansas City have shown 
a need. The problem of concentrating on new routes while trying to develop 
long haul interchange markets presents too serious a risk of impairment of one 
of these markets to be in the public interest. 

Proposed interchange would inhibit the experimentation necessary to produce 
the schedules and services which are most suited for Denver and consis City’s 
long-haul needs; it is questionable whether such interchange service could 
compete effectively with existing transcontinental services or insure the needed 
development of coach potential to and from these points. 

Denver added as an intermediate point on TWA’s route No. 2, subject to restric- 
tions against serving Denver with Kansas City or St. Louis on the same flight, 
and subject to a long-haul restriction requiring that flights serving Denver, 
on the one hand, and San Francisco, or Los Angeles, on the other hand, shall 
originate or terminate at Chicago or a point east thereof (or east of St. Louis) ; 
Denver's need for competitive service to points east of Chicago could not be 
fully met by regional carriers. 

The carriage by TWA of Denver-west coast traffic on long haul flights will 
support greater frequencies between Denver and the East in addition to supple- 
menting the regional services authorized herein. The limited extent to which 
such transcontinental service will duplicate regional services between these 
points will not adversely affect the new routes awarded to regional carriers in 
this proceeding. 
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TWA selected over American to serve the needs of Denver for competitive trans- 
continental trunkline service to the East where TWA has participated in that 
city’s traffic to a greater extent than American, will offer greater assurance of 
improved tourist service for Denver, and under its proposals will offer new 
single plane service to more passengers than American. 

Kansas City added as intermediate point on United’s route No. 1, subject to a 
restriction against serving Kansas City on flights serving Denver or Chicago; 
authorization will permit competitive single plane service to San Francisco, 
Los Angeles and the Pacific Northwest in addition to meeting need for vigorous 
competitive transcontinental service to the East. 

The award to United will substantially offset the impact of the contemporaneous 
award herein to TWA, insofar as diversion from each other is concerned. 

New segment added to American’s routes Nos. 7 and 25 extending between the 
terminal point Chicago and the terminal point San Francisco/Oakland where 
the size and importance of market justifies an effective service by a third 
nonstop varrier, and authorization will not unduly disturb the competitivo 
balance with respect to transcontinental trunkline carriers, and the benefits te 
flow therefrom will outweigh diversion from United and TWA. 

Improvements in American’s route structure will offer the bay area the benefit 
of continued Rarviemees by American as the third transcontinental carrier 
in New York, Washington, and Boston markets and the second transcontinental 
carrier in Hartford-Springfield market; the bay area will also be in a position 
to enjoy a third competitive service to Detroit and improved one-carrier or 
new single-plane service to numerous points on these routes. 

Nonstop authorization between Los Angeles and points east of Chicago on 
American’s routes Nos. 7 and 25 in lieu of present one-stop authorizations 
denied where no persuasive showing is made of need for such service to such 
points; grant of nonstop authorization to carrier presently dominating Los 
Angeles-Detroit market would jeopardize Board’s objective to increase com- 
petitive service in this market as recently implemented by the award of an 
improved one-stop authority to TWA; application for unrestricted rights to 
Buffalo, Rochester, Syracuse, Indianapolis, and Cincinnati denied where 
neither need therefor nor likelihood of applicant’s being in a position to offer 
such service is clearly established on the record. 

Joint application of North American Airlines group denied where proposals 
would not afford the single carrier service found to be required to points east 
of Chicago from Kansas City and Denver, would offer less effective regional 
service than Western and Continental, would increase the subsidy requirements 
of Continental, and would preclude the strengthening of Continental’s system as 
provided herein. 

Findings in New York-Chicago Service case (Docket No. 986 et al.) with respect 
to unwillingness of North American Airlines group to comply with the act and 
the Board’s regulations reaffirmed. 

Continental authorized by amendment of certificate for route No. 29 to operate 
over new segment. between the terminal point Chicago and the terminal point 
Los Angeles, via Kansas City and Denver, subject to long haul restriction on 
Kansas City-Chieago service, as well as restrictions against single plane service 
through Denver to or from points south thereof and single-plane service between 
Chicago and points south as omens City. 

Approved extensions of Continental’s and Western’s routes will meet regional 
service needs found to be required in the area between Chicago and the west 
coast, and may reasonably be expected to bring substantial improvement in 
financial position of these carriers despite new transcontinental authorizations 
granted in this proceedings. 

Restriction in certificates of American prohibiting operational stops at off-route 
points to be continued in effect pending completion of investigation instituted 
contemporaneously herewith. 


APPEARANCES: 

James K. Crimmins, Henry P. Bevans and Edmund E. Harvey for Trans-World 
Airlines, Ine. 

Howard C. Westwood, Ernest W. Jennes, John W. Douglas and Clifton J. 
Stratton, Jr., for American Airlines, Inc. 

Hubert A. Schneider and B. Howell Hill for Braniff Airways, Inc. 

Charles H. Murchison, Robert B. Hankins, and Macon M. Arthur for Capital 
Airlines, Inc. 

C. Edward Leasure, H. F. Scheurer, Clyde 8. Carter, and George J. M. Kelly for 
Continental Air Lines, Inc. 
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. E. Cmaine Gambrell, Harold L. Russell, and G. Wesley Channell for Eastern Air 
ines, Inc. 

Harry A. Bowen, Scott C. Whitney, and Emil N. Levin for Frontier Airlines, Inc. 

Hardy K. Maclay, William C. Burt, and M. Marz Riegel for North American 
Airlines Group. 

H. Templeton Brown, John T. Lorch, Floyd M. Rett, Henry L. Hill, and James 
Francis Reilly, for United Air Lines, Inc. 

D. P. Renda and John W. Simpson for Western Air Lines, Inc. 

Seymour Wenner for the Bureau of Air Operations. 

Donald W. Nyrop, James Taylor, James L. Kaler, and John C. Banks for the 
city and county of Denver. 

Dallas L. Cook and Walter L. Koch for the Denver Chamber of Commerce. 

Dorothy F. Fardon for the city of Kansas City. 

G. R. Challinor for the Kansas City Chamber of Commerce. 

J. Kerwin Rooney for the city of Oakland and the Oakland Chamber of 
Commerce. 

Harry E. Karst, Morgan Anglim, Samuel B. Francovich, and Albert F. Grisard 
for the city of Reno and the Reno Chamber of Commerce. 

E. R. Christensen for the Utah State Aeronautics Commission, Salt Lake City 
Corp., and the Salt Lake City Chamber of Commerce. 

Frank J. Needles, Jr., for the city and county of San Francisco. 

Walter A. Rhode and Frank J. Needles, Jr., for the San Francisco Chamber of 
Commerce. 

Francis A. Mulhern for the Port of New York Authority. 

Russell B. James for the Atchison, Topeka & Sante Fe Railway Co. et al. 

Albert F. Beitel for the Minneapolis-St. Paul Metropolitan Airports Commission. 

Leonard Schoenborn and James F. Hanlon for the city of Buffalo. 

Carl Manudreil for the Buffalo Chamber of Commerce. 

John J. Lynch for the Niagara Chemical Division of the Food Machinery & 
Chemical Corp. 

Hugh D. Campbell for the city of Detroit. 

C. V. Burnett for the Detroit Aviation Commission. 

Thomas R. Reid for the Ford Motor Co. 

J. E. Becker for the Chrysler Corp. 

Henry J. Commes, traffic manager, for American Motors, Kelvinator Division. 

William R. Lynch for General Motors Corp. 

Hon. Charles H. Russell, governor of the State of Nevada. 

H. M. Daschbach for the United States Steel Corp. 

H. W. Raver for Kaiser Services. 

Fred W. Lake for the Colorado Milling & Elevator Co. 

Hon. Earle Knight, mayor of the city of Billings. 

Elton Patterson for the Rapid City Chamber of Commerce. 

Raymond F. Kitchingham for the Chamber of Commerce of Great Falls, Mont. 

Charles L. Wheeler for the Salt Lake Hardware Co. 

Hon. Howard J. Leik, mayor of the city of Casper, Wyo. 

J. L. Craig, Jr., for the city and Chamber of Commerce of Pocatello, Idaho. 

Charles R. Stark for the Idaho Falls Chamber of Commerce. 

Dr. Neal Bishop for the South Denver Civic Association. 

Robert Parker for the Gates Rubber Co. 

J.C. Niemyer for the Stearns-Roger Manufacturing Co. 

Robert W. Selig for Fox Inter-Mountain Theatres, Inc. 


OPINION 
By THE Boarp: 

This is a consolidated proceeding involving proposals of six carriers to establish, 
among other things, new, or additional east-west air transportation service for 
Denver, Kansas City, Salt Lake City, and Reno, in the area between Chicago, on 
the one hand, and San Francisco-Oakland and Los Angeles, on the other. There 
is also involved in this proceeding an investigation to determine whether any need 
exists for additional through service via equipment interchange between the points 
west of Chicago embraced herein and points east of the Chicago and Kansas City 
gateways.*® 

After due notice, a public hearing was held before Examiner Ferdinand D. 
Moran, who thereafter issued his initial decision. Briefly summarized, the initial 
decision: (1) Extended Western’s Route No. 35 beyond Denver to San Francisco- 
Oakland, via Salt Lake City, and (for a temporary period) Reno, subject to a 


48 Applications consnlidated in this proceeding are fully described in the attached Appendix A. 
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restriction against ‘‘operating through plane service between San Francisco and 
Reno, on the one hand, and points (other than Denver) north or east of Salt Lake 
City on route Nos. 19, 28, and 35, on the other’; (2) extended Continental’s 
route No. 29 from Denver to Los Angeles, and from Kansas City to Chicago, 
subject to a restriction against “through plane service through Denver to or from 
points south thereof;’” (3) found that there is a need for a Continental-Capital 
interchange at Chicago to provide additional through service to and from Denver 
and Kansas City; (4) removed the restriction on route No. 4 prohibiting the 
scheduling of nonstops and other direct services between San Francisco-Oakland 
and eastern points such as Chicago, New York, Boston, and Washington; (5) 
removed the restriction prohibiting operational stops at off-route points on Ameri- 
can’s Route No. 4 nonstop operations; (6) extended American’s Route No. 7 
“westward beyond Chicago to permit nonstop service between Los Angeles and 
Detroit and other points east’”’; (7) found no need for interchange services by any 
other carriers and tha: all other applications should be denied. 

Exceptions to the initial decision and briefs to the Board have been filed by 
the various parties.“ The Board has heard oral argument and the case now 
stands submitted for decision. 

After due consideration of the record and the arguments advanced on brief and 
in oral argument, we find that we are in accord with many of the recommendations 
of the examiner. Attached hereto are excerpts from the initial decision, describing 
the various proposals and the general economic characteristics of the area involved, 
and containing those findings, conclusions and recommendations with which we 
agree, and which we adopt as our own, except as modified herein. We shall 
discuss herein principally those matters on which we have reached a different 
conclusion. 

Denver-San Francisco-Oakland service.—In the initial decision, Western was 
awarded an extension of its Route No. 35 from Denver to San Franciseo-Oakland 
via Salt Lake City and Reno, the Reno authorization to be for a temporary 
period of 3 years. This limitation on Reno was predicated upon evidence received 
at the time of the hearing that the airport facilities at Reno would not accommodate 
four-engine aircraft, a condition which would necessitate additional flights with 
smaller equipment and result in additional expense to the carrier. Since the 
issuance of the initial decision, Reno’s airport has been improved and has been 
classified by the Civil Aeronautics Administration as suitable for DC-6 and 
larger equipment. Inasmuch as the capacity of Reno’s airport is no longer a 
limiting factor, we find that the duration of the Reno authorization should be 
the same as the remainder of the segment being awarded to Western, namely, 
for an indefinite period. 

In addition to the improved regional service which will be provided by Western, 
Reno claims that there is a need for competitive transcontinental service to the 
east. The volume and character of United’s service—consisting at the time of 
hearing, of two daily round trip Convair flights—are described as inadequate for 
Reno’s traffic needs and as inferior to the service received by Las Vegas, a com- 
parable tourist center, from three competitive carriers. However, we find that 
Reno’s traffic to points east of Denver is insufficient to justify the authorization 
of an additional transcontinental trunkline carrier. In spite of the growth in 
Reno’s total air traffic, the traffic between Reno and points east of Denver is con- 
siderably less than that from Las Vegas. We conclude that Western’s connect- 
ing service at Denver, in addition to that provided by United, will amply meet 
the needs of Reno. 

Other Denver services.—Although we agree with the examiner’s decision to 
award new regional services for Denver,®' we believe that the examiner cil not 
go far enough in affording Denver a second transeontinental service. In seeking 
to strengthen Continental and Western as regional carriers, the examiner pro- 
posed a Capital-Continental interchange service in the belief that this approach 
would meet Denver’s need for additional long-haul services and at the same 


4° Western, Continental, American, TWA, United, Braniff, Bureau Counsel, North American, Atchison, 
Topeka & Santa Fe Railway Co., et al., the cities of Buffalo and San Francisco and their Chambers 
of Commerce, Oakland, Denver, Kansas City, Reno, and Salt Lake City. Statements in lieu of briefs 
were filed by Capital, Eastern, the Port of New York Authority, and the county of Allegheny, Pa., with 
the greater Pittsburgh Airport Advisory Committee. 

50 We have considered United’s request for restrictions against single plane service by Western between 
Los Angeles on the one hand, and Reno or Denver on the other hand, and find such restrictions unnecessary. 

51 With respect to the new regional services we are awarding herein, we note United’s exceptions to the 
initial decision which stress the improvements in United services offered since the close of the hearing. 
These improvements do not in our judgment obviate the need for the new services being authorized. (Re- 
opened Milwaukee-Chicago-New York Restriction Case Order No. E-9538, dated Sept. 1, 1955, mimeo- 
— opinion, p. 6; New York-Chicago Service Case. E-0539 dated Sept. 1, 1955, mimeographed opinion, 
p. 12, 
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time minimize the diversion from Continental and avoid diversion from Western. 
In so doing, we believe that the examiner was unduly concerned over the protec- 
tion of the regional carriers, and underestimated the needs of Denver for competi- 
tive service to points east of Chicago. 

It is manifest that the proposed Capital-Continental interchange service would 
be inferior to a single carrier transcontinental service. This was indicated by the 
proposed schedules submitted by Capital and Continental which reflected a milk- 
run type of service. And even if these schedules were altered, they would at 
best provide a one-stop service to New York via Chicago. While Denver showed 
a need for additional service to such points as Louisville, Indianapolis, Columbus, 
and Dayton, the interchange would provide no improvement at all to these points. 
Furthermore, Continental would find itself faced with the problem of concentrating 
on its new regional services to Chicago and Los Angeles, while at the same time 
attempting to develop the long-haul transcontinental interchange market. There 
would be a serious risk that the carrier would be forced to place its primary 
attention on either the regional or the long-haul services, and the net result would 
be an impairment of the other service. 

As compared with single carrier, single plane service, an interchange service 
is more limited in its flexibility and does not as readily premit the frequent 
modifications in service necessary to meet the changing needs of air transporta- 
tion. This arises chiefly from the fact that where two airlines managements 
must agree on each schedule change, the alteration of scheduling often becomes 
a laborious process. We conclude that an interchange service recommended by 
the examiner would inhibit the experimentation necessary to produce the 
schedules and services which are most suited to Denver’s needs. 

We recognize that in certain markets existing interchange services are operating 
successfully and serving a useful public service. But an interchange service as 
proposed herein could not compete effectively with United’s service to the east. 
On the record made in this case, we are convinced that Denver’s long-haul needs 
are of such a character, size, and importance as to justify service by a second 
transcontinental carrier. 

A further factor favoring the certification of an additional transcontinental 
carrier to serve Denver is the impact which such a carrier would have upon Den- 
ver’s coach services. In the past, United provided Denver with only a limited 
transcontinental tourist schedule pattern and most of the tourist service there 
has been of recent origin. We believe that a second transcontinental carrier at 
Denver would insure better development of the coach potential to and from that 
point, particularly to New York and Washington. 

We have chosen TWA to supply competitive trunkline service for Denver. 
Our selection of TWA over American is motivated by several factors. TWA has 
had a sales office in Denver for the past 9 years, and in 1953 alone sold three-fourths 
million dollars worth of business. TWA is already a substantial participant in 
Denver traffic to the cities to which it proposes new one-carrier service, and in 
terms of passenger miles it has participated in Denver traffic to an extent double 
that of American. Furthermore, TWA has been more aggresive than American 
in promoting coach service, and would offer greater assurance of improved tourist 
service for Denver. Based upon 1954 survey figures, American would be in a 
position to offer new one carrier service to a slightly greater volume of traffic 
moving to points east of Chicago than could TWA. However, TWA’s proposed 
schedules would offer first single plane service to more than three times as many 
passengers moving to points east of Chicago than the schedules proposed by 
American.” 

In accordance with our practice in other areas, we will qualify TWA’s authority 
to serve Denver in such a way as to minimize the diversionary effect upon regional 
carriers without serious interference with improvements in service to the public. 
Thus, we will prevent TWA from serving Denver with Kansas City or St. Louis 
on the same flight, and we will subject TWA’s service between Denver and Los 
Angeles or San Francisco to a long-haul restriction. The latter restriction will in 
eTect permit TWA to haul overflow traffic between Denver and the West Coast, 
a*ter the regional carriers have provided the services specifically designed to meet 
the regional needs of Denver.* In permitting TWA’s Denver service to originate 


8 We recognize that our action herein will not afford either single carrier or single plane service between 
Buffalo and Denver, as sought by the city of Buffalo. In our opinion, the new service authorized for Buffalo 
in the New York-Chicago case, will provide improved connecting service at Chicago, since Buffalo will 
have the services of both American and Capital to and from Chicago and the services of United, TWA and 
Continental between Chicaen and Denver. j 

53 We have evnsidered and found unwarranted a restriction proposed by Western preventing TW A from 
serving San Francisco on flights serving Denver and Los Angeles. The provision of service between Los 
Angeles and San Francises by TW A flights to or from points east of Albuquerque, such as Denver, will not 
seriously affect Western’s San Francisco-Los Angeles market. 





MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 103 


or terminate on the west coast, we thereby allow the carrier to add the support 
of west coast traffic to the frequencies offered between Denver and the East. It 
would be impractical to add Denver as a terminal point on TWA’s route, since 
that would unduly restrict the number of frequencies that the carrier could operate 
into Denver and would result in an undesirable route structure. We are satisfied 
that the limited extent to which TWA will be duplicating the regional services 
between Denver, on the one hand, and Chicago, San Francisco-Oakland, and Los 
Angeles, on the other hand, will not adversely affect the new routes awarded the 
regional carriers. 

Kansas City service.—What we have said with respect to Denver service is in 
many ways applicable to Kansas City. Kansas City, like Denver, not only 
warrants the improved regional services recommended by the examiner for 
Continental, but also is entitled to a second transcontinental trunkline service. 
As we have recently noted, competitive air service offers greater assurance that the 
eg will receive the quality and quantity of air service to which it is entitled.™ 

he facts of record regarcing the size and importance of Kansas City, and the 
ak and character of air traffic which it has generated, convince us that 

ansas City should not be confined to the services of a single transcontinental 
carrier. 

The basic objections noted with regard to the proposed interchange service 
for Denver are equally applicable to Kansas City. The interchange service 
would clearly be inferior to the trunkline service which United is equipped to 
provide. The Kansas City market fully justifies the establishment of a vigorous 
competitive trunkline service to the major markets in the East, particularly 
New York, and United is well qualified to meet this need. Furthermore, the 
certification of United will provide two important services to the West not available 
under the examiner’s proposed pattern, namely, competitive single plane service 
to San Francisco, and first single plane service to the Pacific Northwest.“ Kansas 
City stressed the importance of these services, and has persuaded us that they 
should be authorized. The addition of Kansas City to United’s system will 
permit new one-carrier service to numerous points on United’s present system. 
As to points east of Chicago, United can offer improved nonstop service to four 
major Kanses City markets now served by TWA, namely, Detroit, Cleveland, 
Washington, end New York. 

As in the case of TWA’s certification at Denver, we will qualify United’s author- 
ization at Kansas City to the extent necessary to protect the regional carriers, 
without undue interference with needed improvements in service to the public. 
Thus, we will prohibit United from serving Kansas City on flights serving Denver 
or Chicago. This will afford Continental ample protection between Denver and 
Kansas City, and protection for both Braniff and Continental between Kansas 
City and Chicago. With such restrictions, we believe that the rezional and the 
trunkline will be suitably confined to their primary spheres, and the public will 
be able to enjoy the benefits of their combined services.” 

Insofar as diversion from TWA is concerned, it is clear that United’s services 
will have no substantial adverse effect upon TWA, since TWA’s diversion from 
United at Denver and United’s diversion from TWA at Kansas City tend to offset 
each other. 

The new transcontinental authorizations for TWA at Denver, and United at 
Kansas City, necessarily affect the estimates in this proceeding regarding the 
financial effect of the new regional services awarded to Continental and Western. 
Continental forecast that the route segments awarded to it by the examiner would 
reduce its breakeven need by over $1,300,000 annually, and would reduce Conti- 
nental’s subsidy requirements by approximately $610,000. These estimates did 
not take into account TWA’s new Chicago-Denver and Denver-Los Angeles 
services, nor United’s new Kansas City-Los Angeles service. In the light of these 
new authorizations, it is our judgment that Continental’s participation on these 
segments will not exceed 25 percent,” while its participation on the remaining 
segments is not likely to be affected by the awards to TWA and United. 

With respect to the size of the markets in which Continental will be partici- 
pating, we have brought up to date with more recent figures the additional revenue 
that Continental can reasonably anticipate. Continental’s estimates were predi- 
cated upon estimated traffic for 1952 (based on March and September surveys) 


5 New York-Chicago case, Order No. E-9537, dated September 1, 1955. 

58 In 1954, rey 5,603 air passengers moved between Kansas City, on the one hand, and Seattle, 
Portland, and Salt Lake City, on the other hand. 

% — have considered and found unnecessary, any restriction on United’s Kansas City-Los Angeles 


services. 
5? Continental forecast a participation of 35 percent in the Chicago-Denver market, 60 percent in the 
Denver-Los Angeles market, and 33 percent in the Kansas City-Los Angeles market. 
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with a 14 percent upward adjustment to reflect growth. In view of the availa- 
bility of the March and September 1954 survey figures, we have made a traffic 
estimate for 1954 based on these surveys, and have then applied a growth factor 
of 25 percent in order to project an estimate for 1956, the first year in which Con- 
tinental would be able to inaugurate the service. Based upon these revised 
figures (which are set forth in detail in appendix B), we estimate that Continental 
will attract total additional commercial revenues of $5,852,000, and incur addi- 
tional expenses of $4,934,000 for a net improvement in its breakeven position of 
$918,000, and a subsidy saving of approximately $200,000 annually. These 
benefits are somewhat less than forecast by Continental, but they nevertheless 
show that Continental will enjoy a substantial improvement in its financial posi- 
tion. 

A similar situation exists in the case of Western’s new Denver-SanFrancisco/ 
Oakland segment. The new authorization for TWA between Denver and San 
Francisco/Oakland requires a reexamination of the estimated financial results for 
Western’s new segment. Based on such a reexamination, we estimate that 
Western will realize an annual profit of approximately $1 million rather than 
$1,478,000, as estimated by Western." Our estimate is based on a 25 percent 
rather than 35 percent participation in the San Francisco-Denver market, and a 
40 percent rather than 60 percent share of the San Francisco-Salt Lake City 
market. In calculating the size of the markets in which Western will be sharing, 
we have relied upon March and September 1954 survey figures, with a 15 percent 
growth factor, to reflect the anticipated market for 1956 when Western will be in 
operation over the new segment.** Western’s own estimate was based on Sep- 
tember 1952 and March 1953 survey figures, annualized with a 10 percent growth 
factor to estimate the 1954 traffic. The bases for our estimates are set forth in 
detail in appendix C, attached hereto. 

American’s transcontinental services.—We agree to some extent with the exam- 
iner’s conclusion that the San Francisco/Oakland area requires some improvement 
in service to Chicago and points east thereof on American’s routes Nos. 7 and 25. 
The primary need shown on this record relates to the Bay area’s need for a third 
nonstop service to Chicago. At the present time, American is virtually excluded 
from this market by reason of its circuitous routing over route No. 4, requiring a 
stop at Tulsa, Dallas-Fort Worth, or a point west thereof. Thus, American has 
been able to attract less than 1 percent of this traffic. The Bay area points out 
that in terms of air traffic, Chicago ranks second in its leading traffic segments, 
and that this market is of sufficient size and importance to justify an effective 
service by a third transcontinental carrier. We believe that the record fully 
supports this conclusion, and we will therefore authorize American to operate 
directly between Chicago and San Francisco/Oakland. This will be done by add- 
ing a new segment on routes Nos. 7 and 25, extending between the terminal 
point Chicago and the coterminal points San Francisco/Oakland. As a result 
of this action, San Francisco, as in the case of Los Angeles, will have three effective 
services by transcontinental carriers, to and from Chicago.. We are cognizant 
that this action will give American entry into a highly lucrative market,,and that 
this carrier’s vigorous participation will result in substantial diversion from 
United and TWA. Nevertheless, we find that the public need for this additional 
competitive service, and the benefits that will flow therefrom, outwiegh the factor 
of diversion from other carriers. 

As a result of our action with respect to Chicago, certain additional benefits 
will accrue with respect to service by American between the west coast and points 
east of Chicago on routes Nos. 7 and 25. The addition of the new sezment to 
routes Nos. 7 and 25 will permit one-stop service via Chicago between all points 
on these routes east of Chicago, and the Bay area. For example, between Boston, 
Hartford/Springfield, New York, and Washington, on the one hand, and San 
Francisco/Oakland, on the other hand, American will be able to operate one-stop 
transcontinental flizhts via Chicago, rather than the more circuitous routings via 
Tulsa or Dallas on route No. 4. Although the reductions in cireuity will be small, 
the traffic support which is available at Chicago will be of substantial help in sup- 
porting American’s frequencies in these markets. Thus, American will be in a 
position to continue its participation es the third transcontinental carrier between 
the Bay area and New York, Washington, and Boston, and as the second trans- 
continental carrier between the Bay area and Hartford/Springfield. 


58 These forecasts do not take into account service to Reno. Reno service will not significantly affect the 
financial results of Western’s operation. 

® Our 15 pereent growth estimate only relates to traffic using first class services, since Western only pro- 
posed first class services initially. With respect to Continental, ‘‘We have forecast a 25 percent growth in 
traffic, to reflect coach as well as first-class-traffic growth.”’ 
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Another significant result of our action will be the injection of American as the 
third effective transcontinental carrier between Detroit and the Bay area. Here- 
tofore, American's participation in this market on a one-carrier basis has been 
nezlizible, wherees in the Detroit-Los Angeles market it has been the dominant 
carrier. Our action herein will permit American to operate 2 one-stop Detroit- 
Bay area service via Chicago, without the persent requirement of en additional 
stop at Tulsa, or Dallas (with the attendant circuitous routing). Thus, the Bay 
area will be in a position to enjoy a third competitive service to Detroit.” 

An additione| service benefit that will be possible under our action herein, will 
be an improvement in the service between the Bay area and such points as Buffalo, 
Rochester, and Syracuse. Traffic from these New York points now moving to 
the Bay area via connections at Chicago, will now be in a pesition to receive single- 
carrier service, or even single-plane service via this routing. American will also 
be in @ position to provide single carrier service between the Bay area and Davton, 
Indiangpolis, and Cincinnati. 

The foregoing service improvements will, in our judgment, meet the needs of the 
Bay area as shown on this record and at the same time not unduly disturb the 
competitive balance with respect to the transcontinental trunkline carriers. 

Insofar as the needs of Los Angeles are concerned, there is no persuasive showing 
on this record that there is a need for improved service to points east of Chicago 
on Ameriean’s routes 7 and 25. Since American already enjoys a nonstop author- 
ization between Chicago and Los Angeles, one-stop service is already authorized 
to points east of Chicago, such as Detroit, Indianapolis, Buffalo, Rochester, and 
Syracuse. And, as to the other important points on routes Nos. 7 and 25, Amer- 
ican already holds nonstop authority between each of them and Los Angeles on 
route No. 4. This includes such points as New York, Washington, Boston, Phila- 
delphia, Hartford/Springfield, Cleveland, and St. Louis. 

American has stressed its request for nonstop authority between Detroit and 
Los Angeles, and has adverted to the substantial traffic which it carries between 
these points, and to the dominant position which American holds there over 
United and TWA. We took cognizance of the importance of this market when we 
recently authorized TWA to improve its service between Detroit and the west 
coast by serving Detroit on a transcontinental routing between New York and 
Chicago. But in doing 80, we were compelled by the limited scope of the proceed- 
ing in which we were acting, to require TWA to stop at Chicago on its Detroit 
flights to the west over its new routing. Thus, TWA is only in a position to render 
a one-stop Detroit-Los Angeles service, and any action by us now allowing Amer- 
ican to operate a nonstop Detroit-Los Angeles service would for practical purposes 
largely nullify the effect of our award to TWA. It is our intention to increase 
competitive service in the Detroit-Los Angeles market, and under present cireum- 
stances that objective would be jeopardized by granting American its proposed 
nonstop authorization. 

Little need be said of American’s request to obtain nonstop authority from 
Los Angeles to Buffalo, Rochester, Syracuse, Indianapolis, and Cincinnati. The 
evidence is not impressive as to the need for improved service in this area, nor 
is it likely that American would be in a position to offer such service to most of 
such points, even if the service were authorized. 

To the extent that we have rejected American’s proposals with respect to 
routes Nos. 7 and 25, our action has in part been motivated by the importance 
of maintaining an appropriate balance in the strength of the transcontinental 
trunkline carriers, and the desirability of achieving effective competition in those 
markets where these carrers are intended to render competitive service. We 
cannot overlook the fact that American, measured by any number of different 
criteria, is the strongest of our domestic carriers and by virtue of the richness of 
its routes, its excellent equipment and facilities, and general economic strength, 
is in a position to dominate many of the markets which it serves, notwithstanding 
the fact that other carriers are authorized to serve the same markets. This 
means that we must proceed cautiously in awarding American new transconti- 
nental services, lest we further enhance the disparity in strength between Ameri- 
can and the other transcontinental carriers who are to compete with it. 

It is our belief that the granting of American’s routes Nos. 7 and 25 proposals 
herein, in their entirety, as in effect recommended by the examiner, would do 
violence to our effort toward achieving balanced competition in our air transport 
system. To the extent that we are improving American’s service to the Bay 
area, we are doing so because of the impressive showing made regarding the Bay 
area’s needs and the absence of any effective alternatives presently available to 


* At the same time, American’s opeop requirement at Chicago will put it on a comparable basis to 
t 


TWA, which was recently granted a Detroit-west coast routing, via one-stop at Chicago. See p. 13, infra. 
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meet those needs. The result of our action must be recognized as enhancing 
American’s position significantly in the transcontinental picture. Nevertheless, 
we have done so only where compelling service needs have been encountered, and 
only to the minimum extent necessary under all the circumstances, We are also 
fuly cognizant of the substantial diversion which our action herein will cause to 
other carriers, but we are satisfied that it is justified by the public benefits that 
will flow from our action, and will in no case result in additional subsidy cost to 
the Government. 

American’s off-route restriction The examiner recommended that American’s 
off-route restriction on its route No. 4 be removed. This restriction prohibits 
operational stops at any off-route point unless required by an emergency or 
considerations of safety during flight. The restriction was imposed some 9 years 
ago to prevent operational stops from being made regularly at points certificated 
to other carriers, since such stops would ultimately result in demands from such 

oints for service by American. Similar restrictions have been imposed upon 

WA and United and we have several times declined to lift the restriction in 
American’s certificate. Nothing in the present record convinces us that a change 
should be made at this time. At the very least, the lifting of the restriction 
should not be undertaken until we have had an opportunity to study the impact 
of this kind of restriction upon the operations of all the carriers subject to it. 

North American’s application.—We agree with the examiner that North 
American’s application in this proceeding should be denied in its entirety. Our 
reasons for the denial are different in some respects from those ivanell by the 
examiner, since his route awards would differ, in part, from the route pattern we 
are adopting. 

It is perfectly clear that North American could not offer the single carrier 
services to points east of Chicago from Denver or Kansas City found required 
by the Board. As noted earlier, we have concluded that the Denver and Kansas 
City markets are of such size and importance as to justify effective competitive 
trunkline services to the east. Since North American’s proposals for routes in 
the New York-Chicago case have been denied, :his carrier would not have any 
certificated route extending east of Chicago to meet the service needs to the east 
that we have found necessary on the present record. 

With regard to North American’s proposals for service west of Chicago, the 
examiner correctly pointed out that North American would concentrate on the 
long haul markets in seeking to become the fourth nonstop operator betweer 
Chicago and Los Angeles, and the third nonstop operator between Chicago and 
San Francisco. North American’s proposed schedules would serve Denver on 
only two trips per day with DC—4 equipment. Denver would receive no morning 
service in either direction by North American. Kansas City would be served on 
only one round trip flight daily with DC—4 equipment. In its proposed service 
to Kansas City, North American did not schedule a westbound Kansas City-Los 
Angeles service nor an eastbound San Franciseo-Kansas City service. Under the 
peopeeed schedules, North American would offer less effective regional services for 

enver or Kansas City to Los Angeles than proposed by Continental, both in 
terms of caliber of equipment and quantity of schedules. 

It is true that North American could provide nonstop services between Chicago 
and the west coast, but there would be several major objections to authorizing 
such a service by North American. Insofar as the Chicago-Los Angeles,market. - 
is concerned, we are unable to find a need at this time for an additional nonstop 
service in this market, and our awards to Continental are not predicated upon 
such a need. The Los Angeles-Chicago market is already effectively served b 
three transcontinental trunkline carriers—American, United, and TWA. Wit 
respect to the San Francisco/Oakland-Chicago market, where we find a need for 
only 1 additional carrier, North American could provide nonstop service between 
these 2 points rather than American, but North American could not render to the 
Bay area the improved l-carrier and 1-plane services east of Chicago inherent 
in our award to American. Furthermore, in the absence of the traffic support 
waich American will enjoy from traffic moving over the Bay area-San Francisco 
route to points east of Chicago, North American’s frequencies to and from the 
Bay area would necessarily be extremely limited. Thus, it is extremely doubtful 
that North American would be able to afford an effective third competitive 
service between the Bay area and Chicago, as against TWA and United. _ . be 

Another important factor requiring the denial of North American's application 
is the impact which its proposal would have on Continental. The route pattern 


si Contemporaneously herewith, we are institutirig an investigation to determine whether this type of 
restriction should be lifted from the routes of the transcontinental carriers. 

6 While North American correctly argues that their proposed schedules are merely illustrative in char- 
acter, and subject to change, they are relevant and material in assessing the merits of the application. 
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which we are establishing is designed in part, to strengthen Continental, a carrier 
which is still dependent on subsidy mail pay. We estimate that the routes awarded 
to Continental will result in reducing the carrier’s annual breakeven need by 
approximately $918,000 annually. In sharp contrast, the granting of North 
American's application would increase Continental’s subsidy requirements by 
substantial diversion from that carrier in the Denver-Kansas City market, Con- 
tinental estimates this diversion at approximately $1,130,000 annually. 

With regard to the Denver-San Francisco proposal of North American, the 
examiner pointed out that the applicant did not propose to serve Reno or Salt 
Lake City, and that Western is already operating in the Denver and San Francisco 
areas. While North American indicates its willingness to serve the intermediate 
points proposed for service by Western, we believe that the applicant has greater 
interest in the longer-haul services, as noted above. Furthermore, Western's 
existing identity in the San Francisco and Denver markets will be an advantage 
in attempting to develop an effective competitive service against United as the 
established carrier on the new segment. lso, the granting of the new Denver- 
San Francisco segment to Western is of importance in further strengthening that 
carrier as a regional operator. The st vetetlabedibes of such carriers is of substantial 
importance in our ultimate goal of preventing undue imbalance in the size of 
carriers that are expected to compete with each other. 

Finally, we are denying North American’s application because we are unable 
to find the applicant “willing’’ to comply with the act and the Board’s regulations. 
In this regard, we adhere to our findings set forth in the New York-Chicago case. 

We have considered the contentions of the railroads represented herein and do 
not find anything therein to warrant changes in the new authorizations we are 
granting. his is also true with respect to the various exceptions of the parties 
not explicitly discussed herein. 

On the basis of the foregoing findings and conclusions and after consideration 
of all the facts of record, we find: 

1. That the public convenience and necessity require the amendment of 
Western’s certificate for route No. 35 so as to extend that route beyond Denver, 
Colo., to San Francisco/Oakland, Calif., via Salt Lake City, Utah, and Reno, 
Nev., subject to the restriction that the holder shall not operate through plane 
service between San Francisco/Oakland, Calif., and Reno, Nev., on the one hand, 
and points (other than Denver, Colo.) north and east of Salt Lake City, Utah, 
on its routes Nos. 19, 28, and 35, on the other hand. 

2. That the public convenience and necessity require the amendment of 
American’s certificates for routes Nos. 7 and 25 by adding a new segment between 
the coterminal points San Francisco and Oakland, Calif., and the terminal point 
of Chicago, IIl., subject to the restriction that in the operation of any nonstop 
flight over such segment, the holder shall not make operational stops, unless 
caused by an emergency or considerations of safety arising during such flight, 
at any point not named in a certificate of public convenience and necessity of the 
holder. 

3. That the public convenience and necessity require the amendment of 
Continental’s certificate for route No. 29 by adding a new segment between the 
terminal point Chicago, Ill., the intermediate points Kansas City, Mo., and 
Denver, Colo., and the terminal pcint Los Angeles, Calif., subject to the restric- 
tions that the holder (a) shall render service between Kansas City, Mo., and 
Chicago, Ill., only on flights originating or terminating at Los Angeles, Calif., 
(b) shall operate no single plane service through Denver, Colo., to or from points 
south thereof, and (c) shall operate no single-plane service between Chicago, IIL., 
on the one hand, and points south of Kansas City, Mo., on the other hand (other 
than points on the new segment). 

4. That the public convenience and necessity require the amendment of 
TWA’s certificate for route No. 2 by adding a new segment between the terminal 
point San Francisco, Calif., the intermediate points Oakland and Los Angeles, 
Calif., Denver, Colo., and Kansas City, Mo., and eastward from Kansas City, 
Mo., as in segments 1, 2, and 3 of its present certificate, subject to the restrictions 
that (a) the holder shall not serve Denver, Colo., on flights serving Kansas City, 
or St. Lowis, Mo., and (0) flights serving Denver, on the one hand, and Los Angeles, 
San Francisco, or Oakland, Calif., on the other hand, shall originate or te ininate 
at Chicago, Ill., or points east thereof (or east of St. Louis, Mo.). 

5. That the public convenience and necessity require that segments 1, 5, and 6 
of United’s certificate for route No. 1 be amended by adding Kansas City, Mo., 
as an intermediate point between the intermediate points Omaha, Nebr., and 


8 These findings are set forth in the attached appendix D. 
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Des Moines, Iowa, subject to the restriction that the holder shall not serve 
Kansas City, Mo., on flights serving Denver, Colo., or Chicago, Ill. 

6. That the public interest does not require the establishment of through 
service to and from Denver and points west thereof via equipment interchanges 
between Continental and either Braniff, Capital, American, or TWA, and that 
the investigation instituted by Order No. E-7615, adopted August 6, 1953 (as 
amended by Order No. E-7987, dated December 22, 1953), should be dismissed. 

7. That Western, American, Continental, TWA, and United are citizens of the 
United States within the meaning of the act, and are respectively fit, willing, and 
able, properly to perform the air transportation authorized herein for such carriers 
and to conform to the provisions of the act, and the rules and regulations and 
requirements of the Board hereunder. 

8. That except to the extent hereinabove granted or deferred, all applications 
herein should be denied. 

An appropriate order will be entered.™ 

Rizley, Chairman, and Lee, member of the Board, concurred in the above 
opinion. Adams, Vice Chairman, filed the attached concurring and dissenting 
statement. Gurney and Denny, members, filed the attached joint concurring 
and dissenting opinion. 

Apams, Vice Chairman, concurring and dissenting: 

I agree with the majority decision in this case in all respects except that dealing 
with the application of North American Airlines. Consistent with my position 
as stated in a separate opinion in the New York-Chicago Service case and in light 
of the pendency in the courts of basic problems directly affecting the entire opera- 
tions of North American Airlines, I believe that action on this carrier’s applica- 
tions in this case should be deferred by the Board until the matters before the 
courts have been disposed of by thems 

(S) Josepw P. Apams. 


GURNEY AND DENNY, members, concurring and dissenting: 

We disagree with the majority in two major respects. It is our conviction 
that the extension of the Continental system to Chicago, and the authorization 
of TWA to operate a Denver-San Francisco service, both represent illogical and 
economically unsound route extensions detrimental to the public interest. 
Neither of these awards promise anything in the way of substantial benefits to 
the public or are otherwise consistent with established standards of public con- 
venience and necessity. 

With respect to the Continental extension, the majority has apparently sought 
to implement the recommendations of both the examiner and bureau counsel, 
in spite of the fact that in the .iew of both, they were considered to be mutually 
exclusive. In considering the service needs of Denver to the east, bureau counsel 
urged that these could be satisfied to the best advantage by the addition of the 
city to the transcontinental route of TWA. The examiner, on the other hand, 
recommended the extension of Continental from Denver to Chicago, via Kansas 
City. Neither contemplated the authorization of both operations, and there is 
no sound basis in the record for such a decision. We agree that Denver needs 
TWA’s service from Chicago and the east, but it does not need Continental’s in 
addition. 

Continental’s Denver-Chicago extension will provide no improved service to 
the public. In each of the markets thus made available to it—Chicago-Denver, 
Chicago-Kansas City, and Chicago-Los Angeles—there are now, or will be, as a 
result of the decision herein, at least two other trunklines in operation, each of 
which, as a result of its route structure, will be able to offer substantially greater 
frequencies than Continental can ever provide, and with the finest, most modern, 
aircraft equipment available. TWA and United will operate between Chicago 
and Denver on their transcontinental routes: in addition to TWA, Braniff serves 
Chicazo-FKansas City on its mainline route between Chicago and the southwest; ® 


6 We are advised that in the route No. 106 renewal case, Order No. E-8841, dated December 22, 1954, 
which, inter alia, amended United's certificate for route No. 1, there was inadvertently omitted from such 
certificate the paragraph which authorized United to provide property and mail service on the same flight 
for certain New England points and New York. The paragraph was apparently omitted because the stated 
expiration date of August 11, 1954, had passed. However, United had previously filed an application on 
July 14, 1954, in Docket No. 6766 for renewal of such authority, and asserts authority to continue 
such service pursuant to the provisions of section 9b of the Administrative Procedtre Act. Accordingly, we 
shall restore the subject paragraph to United’s certificate. 

In addition, the amended certificate for route No. 1 will reflect the new Pittsburgh authorizations found 
required in our supplemental opinion issued contemporaneously herewith in the New York-Chicago 
Service case, Docket No. 986, et al. 

65 Further, over the Chicag -Kansas City route Continental will be operating subject to a long-haul 
rest iction, which means that its schedules en this segment will not only be limited as to frequency, but 
will be otherwise geared to the needs cf through traffic. 
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and between Chicago and Los Angeles, all three cf the large transcontinentals 
American, TWA, and United—operate nonstop services over one of the most 
highly competitive routes in the country. It is obvious that Continental can con- 
tribute nothing in the way of improved services in markets such as these. 

Under such circumstances, it will be impossible for Continental to operate at a 
profit, and it must be remembered that as a subsidized carrier, its losses will be 
borne by the taxpayer. On the record herein, Continental estimated that an 
extension to Chicago, plus the Denver-Los Angeles route, would enable it to 
reduce its subsidy requirements by some $600,000, about $200,000 of which was 
related to the Denver-Los Angeles segment. However, these estimates were 
made on the assumption that Continental would be the only additional carrier 
authorized to operate over these routes. In fact, of course, the Board has granted 
TWA Denver-Chicago and Denver-Los Angeles service, in addition to United, 
and United is to operate between Kansas City and Los Angeles, in addition to 
TWA. Continental will be the third, and weakest, carrier over each of these 
routes. 

Since no party to the proceeding considered that there was any remote possi- 
bility of authorizing two additional carriers through Denver, there are no estimates 
in the record with respect to the operation Continental will actually be performing 
as a result of this decision. But bureau counsel concluded that even the estimates 
of a profitable operation made by Continental on the assumption that it would 
be the only additional carrier authorized were unsound, and that it would not be 
able to secure the traffic it anticipated. Under the changed circumstances, it 
requires no detailed analysis to force the conclusion that far from operating at 
profit, Continental cannot be expected to avoid substantial losses. 

The majority has recognized that the transcontinental authorizations of TWA 
at Denver and United at Kansas City will have an adverse effect upon the profit- 
abilitv of the new Continental operations—an effect, they say, which will result 
in reducing Continental’s estimated subsidy saving from $600,000 to only $200,000. 
We feel that this new estimate is likewise unrealistic, since it assumes, for example, 
that Continental will still share in the Chicago-Denver traffic to the extent of a 
25-percent participation, which means that TWA is only to be expected to secure 
a 10-percent share of the traffic from Continental’s portion, since the esiivnate 
upon which the original $600,000 savings figure was based assumed a 35-percent 
participation for Continental, before the authorization of TWA in the same market. 
With the carrier itself estimating only a 35-percent participation against United 
alone, it seems obvious that in competition with a second strong transcontinental 
trunkline, likewise operating on an unrestricted basis, its share of the market is 
most unlikely to reach anywhere near the 25-percent level anticipated, and the 
net effect will be a failure to achieve a break-even status on the new route, 

While losses to Continental will, as pointed out previously, result in increased 
Federal subsidies to that carrier, there should not be overlooked the further 
expenditure of publie funds which will result from the diversion of Braniff’s 
revenues as a consequence of the Continental operation between Kansas City and 
Chicago. According to the examiner, whose estimate in this regard is accepted 
as conservative, the diversion from Braniff will approximate $300,000 annually. 
Braniff is a marginal carrier, only recently having achieved a self-sufficient status 
on its domestie system. On its international routes, however, substantial sub- 
sidy will be required for the forseeable future, and any earnings in excess of an 
8-percent return on its domestic system are applied as an offset against the sub- 
sidy requirements of its international routes.“ Under these circumstances, any 
diversion of its domestic revenues increases the net subsidy bill, regardless of 
whether the domestic system is on a subsidy-free basis. Thus the taxpayer is 
certain to pick up a bill of some $300,000 a year as a result of the Continental 
extension to Chicago, in addition to whatever losses the carrier itself will sustain." 
In the absence of public benefits far more certain than appear here, the decision 
in this regard cannot be justified. 

It also appears that as a result of the majority action herein, Continenta! will 
ostensibly be authorized to operate a Chicago-Los Angeles nonstop service. 
Aside from our other objections, we believe that such an authorization is of 
doubtful legality.. It appears that Continental did not prosecute a case for such 
authority, and its witnesses specifically disclaimed any intention to so operate. 
The examiner likewise stated that ‘Continental does not intend to compete for 

% Braniff Airways, Inc., Domestic and International Mail Rates, Order E-9670, adopted October 18, 1955. 
6? Even in the highly unlikely event that the forecast of the majority turns out to be sound, and Conti- 


nental does achieve a reduction in subsidy of as much as $200,000 annually, the net cost to the taxpayer will 
still be $100,000 per year, the difference between the gain to Continental and the loss to Braniff. 


74189—56—_8 
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Chicago-Los Angeles terminal-to-terminal traffic’? (p. 171). Further, Conti- 
nental offered no exhibits or testimony directed to Chicago-Los Angeles nonstop 
service, and it does not appear that the parties assumed such an operation was in 
issue. Under these circumstances, we question whether the Chicago-Los Angeles 
authorization rests upon a sound legal basis. 

We offer one further comment. Only last December the Board, in approving 
the Continental-Pioneer merger, said that Continental’s operations were similar 
to a local service carrier to an “‘unusual and perhaps unique degree of similarity.’ 
Accordingly, the merged carrier was assigned the role of a regional-local service 
operator in the Colorado-Kansas-Oklahoma-Texas area. As a result of the 
present decision, that same carrier is now extended into the transcontinental 
market, in areas blanketed point-to-point by the strongest and largest airlines of 
the Nation. In our opinion, such a metamorphosis cannot be successfully 
accomplished in one giant step, and it does the small regional carrier a disservice 
to attempt it. Any extension of Continental should be done in such manner as 
to strengthen its regional character and permit it to compete on even terms with 
its competitors. The extension to Chicago is not consistent with this objective, 
and represents a departure from sound previous policy. 

With respect to the Denver-San Francisco route, the majority has, in addition 
to providing for service by Western in this market, authorized TWA to serve 
it also, thus providing for 3 carriers where only 1 operated before. Here again, 
neither bureau counsel nor the Examiner found any need for service by more than 
one additional carrier, and we are likewise of the opinion that there is room over 
this segment for only a second local service. This is not a large market, the 
record showing that in September 1954 there were only approximately 65 pas- 
sengers each way per day over the route. Even with the inclusion of Salt Lake 
City, the local traffic will: support only a limited number of schedules. 

With the authorization of Western to provide supplementary local service 
to the present transcontinental service of United, the needs of the traffic are 
fully met. The addition of TWA will add absolutely nothing in the way of new 
service to the traveling public at either San Francisco or Denver, and the resultant 
dilution of the traffic will make it most difficult for Western to offer enough fre- 
quencies to provile an effective service to the local travelers. We feel that under 
these circumstan ‘es the authorization of TWA to operate between Denver and 
San Francisco is economically unsound, in that it will be unnecessarily harmftl 
to the operation: of Western and United, without any offsetting public benefits 
to be derived therefrom. 

(S) CHan GuRNEY. 
(S) Harmar D. Denny. 


D. LARGE IRREGULAR AIR CARRIER INVESTIGATION 
(DOCKET 5132 ET AL.), NOVEMBER 15, 1955 


E-9744 
Served: November 15, 1955 


UNITED States or AMERiIcA Civi, AERONAUTICS BoaRD 
WASHINGTON, D. C. 
Docket No. 5132 et al. 
LARGE IRREGULAR AIR CARRIER INVESTIGATION 
Decided November 15, 1955 


The large irregular carriers and irregular transport carriers, as a class, have 
provided useful and necessary service in meeting fluctuating demands for air 
transportation, specialized services, and charter operations which have not 
been met by the certificated air carriers. The growth of the operations of the 
irregulars has not had an adverse effect upon the certificated carriers. 

The irregulars represent a significant part of the Nation’s air transport system, 
and there is a continuing need for their services. They have rendered invalu- 
able service to the military, both in the Berlin and Korean airlifts, as well as in 
domestic charter operations. The continued existence of their fleet is of real 
value in terms of the national defense, and the future ability of the irregulars 
to serve the military depends upon their ability to operate their planes in 
commercial activities when not engaged in service for the military. The 
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Board’s policy toward these carriers should be directed toward their survival 
and continued healthy growth, subject to the overall objectives of the act and 
a proper relationship to the certificated air-carrier system. 

The Board, therefore, adopts a new policy with regard to the permissible opera- 
tions of these carriers, which carriers will héreafter be designated as supple- 
mental air carriers. Under this new policy these carriers will be granted au- 
thority to conduct: (1) Unlimited charter operations on a planeload basis for 
the carriage of passengers and property in domestic overseas, and Territorial 
(except intra-Alaska) operations, and of property only in international opera- 
tions; (2) charter operations for the carriage of passengers in international 
operations on an individual exemption basis similar to that which is set forth 
in the 1955 Transatlantic Charter Policy, E-9221, adopted May 20, 1955; 
and (3) individually ticketed or individually waybilled operations by each 
carrier not to exceed 10 trips per month in the same direction between any 
single pair of points in any calendar month, except as to intra-Alaska operations 
and except as to the carriage of passengers in international operations. 

The authority granted under the new policy will be supplemental and additional 
to the services of the certificated carriers and will not be unduly competitive 
with the operations of the certificated carriers. 

Inasmuch as all of the applicants have not been heard with regard to their quali- 
fications, the Board has deferred decision on the nature and form of the authority 
to be granted to the qualified applicants and as to the identity of the carriers 
to receive the enlarged authority. 

In the interim, the Board grants an exemption to those supplemental air carriers 
whose operating authority has not been revoked to operate within the scope 
of the enlarged authorization, subject to conditions and limitations designed 
to keep such operations within the scope of the authority. This authority will 
not be granted to Seaboard & Western Airlines, Inc., which has since received 
a certificate of public convenience and necessity, nor to the North American 
group whose authority to operate under the existing regulations, though 
revoked for violations, continues in effect, by virtue of a court stay of the re- 
vocation order, pending court review of the Board’s decision. 

The Board wiil institute a formal proceeding to consider expanding the number of 
regularly certificated authorizations for air transportation over any segment 
or group of segments whenever the volume of traffic carried by supplemental 
air carriers thereover exceeds 15 percent of the traffic of the regularly certificated 
carriers thereover for a period of 1 year. Such proceeding will be processed 
expeditiously and will be given priority of handling. 


APPEARANCES: 


Philip Schleit for Aero Finance Corp. 

Dayton Harrington and Lyle O’ Rourke for Air America, Inc. 

David S. Allshouse, Warren E. Miller, and William H. Batzer for Air Cargo 
Express. 

eorge Berkowitz for Air Services, Inc., Los Angeles Air Service, Inc., and Central 

Air Transport, Ine. 

David S. Allshouse, Amos E. Heacock, and Warren E. Miller for Air Transport 
Associates, Inc. 

Coates Lear and Perry H. Taft for Airline Transport Carriers, Inc. 

Charles Murphy, Hardy K. Maclay and Joseph A. Perkins for All American 
Airways, Inc. 

Coates Lear and Theodore I. Seamon for American Air Export & Import Co. 

A. F. Beitel for American Air Transport, Inc. 

Theodore I, Seamon for American Flyers Airline Corp. 

John J. Klak, Theodore I, Seamon, and Coates Lear for Arctic-Pacific, Ine. 

Ben Ivan Melnicoff for Argonaut Airways Corp., Continental Charters, Inc., 
and Miami Airline, Inc. 

John J. Klak and J. Vernon Clemans for Arnold Air Service. 

George Berkowitz and Charles S. Murphy for Associated Air Transport, Inc. 

Norman L. Myers and John J. Kiak for Aviation Corp. of Seattle. 

F. Alfred Blatz for Blatz Airlines, Inc. 

Richard H. Keatinge and Charles H. Older. for California Air Charter, Inc., 
‘Currey Air Transport, Ltd., and Great Lakes Airlines, Inc. 

Coates Lear for Capitol Airways, Inc. 

Dayton Harrington for Caribbean American Lines, Inc. 

Robert D. Seeks and Edward K. Wheeler for Coastal Cargo Co., Inc. 

J. Marchant, Arthur S. Clark, and Albert F. Beitel for Conner Air Lines, Inc. 
Dayton Harrington for Economy Airways, Ine. 
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Pat M. O'Hara and Jacob F. Adelman for Federated Airlines, Inc. 

Albert F. Grisard for Freight Air, Inc. 

Ben C. Fisher, John P. Southmayd, and John J. Klak for General Airways, Inc. 

Jacob F. Adelman for Hemishpere Air Transport. 

Lewis H. Johnson and Warren E. Miller for Johnson Flying Service, Inc. 

Henry I. Stimson for Meteor Air Transport. 

Stephen F. Dunn and Jacob F. Adelman for Modern Air Transport, Inc. 

Charles H. Older, Warren E. Miller, R. H. Keatinge, and Dayton Harrington 
for Monarch Air Service. 

Hardy K. Maclay and Mark Riegel for North American Airlines, Inc. 

Coates Lear and Clayton Burwell for Overseas National Airways. 

Hardy Maclay and George Berkowitz for Paul Mantz Air Service. 

David 8. Alishouse, Richard H. Keatinge, and Charles H. Older for Pearson- 
Alaska, Ine. (now World Wide Airlines, Inc.) 

Ben Ivan Melnicoff, Charles S. Murphy, and Albert F. Grisard for Peninsular 
Air Transport. 

John H. Pratt, Herbert Sussman, and Albert F. Beitel for Quaker City Airways, 
Ine. 

Philip Schleit and E. J. Averman for Regina Cargo Airlines, Ine. 

George Berkowitz for Robin Air Lines, Inc. 

Harry E. Middleton, Jr., John J. Klak, and Dewitt Yates for Royal Air Service. 

John J. Klak and Harry E. Middleton, Jr., for 8. 8. W., Inc., Southern Air Trans- 
port and Standard Airways, and Sourdough Air Transport. 

Alan H. Cassman for Stewart Air Service. 

George Berkowitz for Strato-Freight, Ine. 

Charles H. Older, Clifford Hoof, and John J. Klak for Trans-Alaskan Airlines, 
Inc. 

Hardy K. Maclay for Trans American Airways. 

Theodore I. Seamon for Trans-Caribbean Airways, Inc. 

Hardy K. Maclay for Trans National Airlines, Inc. 

Richard R. Pettit for Transocean Air Lines. 

Norman L. Meyers and Wyman Reynolds for U. 8. Aircoach. 

Hardy K. Maclay, John J. Klak, and Harry E. Middleton, Jr., for the Unit 
Export Co., Inc. 

John J. Klak, Horry E. Middleton, Jr., and Leonard S. Halpert for United States 
Overseas Airlines, Inc. 

Richard H. Keatinge, Charles H. Older, and George Berkowitz for Western Flying 
Service, Inc. 

Clayton L. Burwell, Coates Lear, Milton M. Gottesman, A. Alvis Layne, Jr., 
and H. Charles Ephraim for Wolrd Airways, Inc. ; 


AIR CARRIER INTERVENERS 


James F. Bell and Seth W. Morrison for Alaska Airlines, Inc. 

Ernest W. Jenner, Howard C. Westwood, Clifton J. Stratton, Jr., and Alfred 
V. J. Prather for American Airlines, Inc. 

B. Howell Hill for Braniff Airways, Inc. 

Charles H. Murchison, Macon Arthur, and Robert B. Hankins for Capital Air- 
lines, Inc. 

C. Edward Leasure, H. F. Scheurer, Jr., and S. B. Redmond for Continental 
Air Lines, Ine. 

D. Franklin Keli for Delta Air Lines, Inc. 

E. Smythe Gambrell, Charles A. Moye, and Robert E. Hicks for Eastern Air Lines, 


Ine. 

John W. Cross, Richard A. Fitzgerald, Alexander G. Hardy, and Eldon Crowell 
for National Airlines, Inc. 

C. Edward Leasure, H. F. Scheurer, Jr., and A. E. Floan for Northwest Airlines, 
Inc. 

Gerald P. O’Grady for Pacific Northern Airlines, Ine. 

Paul D. Lagomarcino, Edward G. Howard, and George H. Buschmann for Pan 
American-Grace Airways, Inc. 

John C. Pirie, Henry J. Friendly, H. Don Reynolds, Joseph I. Kesselman, G. F. 
Foz, and J. Howard Hamstra for Pan American World Airways, Inc. 

James K. Crimmins, Henry P. Bevans, and Edmund E. Harvey for Trans World 
Airlines, Inc. 

John T. Lorch, Floyd M. Rett, Henry L. Hill, James F. Reilly, and William M. 
Dickson for United Air Lines, Inc. 

D. P. Renda and John W. Simpson for Western Air Lines, ‘nc. 
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OTHER INTERVENERS 


Joseph H. Hays, J. D. Feeney, Jr., J. W. Nisbet, Amos M. Mathews, Guernsey 
Orcutt, A. P. Ponadio, Russell B. James, F. R. Leigh, D. O. Mathews, Thormund A 
Miller, Eugene L. Hunt, R. B. Blackwell, and Frederick E. Fuhrman for Abilene & 
Southern Railway, et al. 

A. F. Beitel for Aircoach Transport Association. 

Robert J. Bauer for Better Business Bureau of Los Angeles. 

Mrs. Muriel Tsvetkoff for Better Business Bureau of San Francisco. 

C. D. Williams, S. W. Earnshaw, Ernest Nash, L. B. Ulistrom, and Robert P. 
Boyle for U. 8. Department of Commerce. 

Ramsey D. Potts, Theodore I. Seamon, and Joseph A. Reilly for Independent 
Military Air Transport Association. 

Edward A. Goggin for the city of Oakland. 

John H. Wood, Jr., for the city of Philadelphia. 

Roy C. Frank and Julian T. Cromelin for the Postmaster General. 

O. R. Thorn for the county of San Diego. 

J. Kerwin Rooney for the Board of Port Commissioners, Port of Oakland. 


INTERESTED PERSONS 


M. J. Madsen for the Better Business Bureau of Chicago. 
H. R. Jackson for the Better Business Bureau of New York. 
Philip Schleit for European-American Airlines. 

Leo J. Vander Lans for the State of California. 

William B. Acton for the city of San Francisco. 


BUREAU COUNSEL 


Ronald H. Cohen, George W. Shoemaker, V. Rock Grundman, Mervin F. Bagan, 
and Leslie Donahue for the Bureau of Air Operations. 


OPINION 
By tae Boarp: 


This is the culmination of a general investigation which we instituted in 1951 ® 
to determine our future policy with regard to large irregular carriers and irregular 
transport carriers.” Into this proceeding were consolidated the applications of 
the irregular air carriers for continuation and enlargement of their authorizations 
and the applications of other air carriers seeking original authority to provide addi- 
tional and supplemental air service. The magnitude of the proceeding is reflected 
in the fact that there are some 66 applicants, as well as a large number of inter- 
venors, including the principal certificated carriers operating over domestic 
trunkline, overseas and international routes, civic and governmental bodies, 
the common carrier railroads, and industry associations. 

On March 29, 1955, after hearings extending over 20 months, Examiners Ralph 
L. Wiser and Richard A. Walsh issued their initial decision. Exceptions thereto 
were filed by the various parties, as well as briefs in support of such exceptions, 
and the Board has heard oral argument. The case now stands submitted for 
decision. 

Io their initial decision, the examiners found that individual-sales operations of 
a route-type nature by noncertificated carriers, irrespective of limitations on 
frequency, would be inconsistent with the public interest and cannot be charac- 
terized as supplemental or additional to the services of the certificated carriers. 
The examiners recommended that a new class of noncertificated carriers, to be 
designated as “large supplemental air carriers’, be established and that such 
carriers be authorized to operate the following services: 

(1) Charter passenger service—an unlimited number of flights carrying 
passengers where 1 person charters 50 percent or more of the plane’s capacity 
for his own account and pays the transportation charges without being reim- 
bursed by members of the group. Where a person charters less than the 
full capacity, the examiners would permit the carrier to fill up the rest of the 
plane with individual ticket passengers, but if it did so, the flight would not 
be considered a charter flight. Instead, the flight would be a special-service 


68 Order No. E-5722, adopted September 21, 1951. 

6° For the purposes of this opinion, there is no significant distinction between large irregular carriers and 
irregular transport carriers. Both classes will therefore be considered as one and will be referred to as 
irregular air carriers or irregulars. 
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flight and ee be subject to the numerical limitations applicable to special- 
service flizhts. 

(2) Three special-service (i. e., other than charter) flights in each directiom 
between any two points during any month would be permitted. The carrier 
would have the privilege of operating an unlimited number of extra-section 
flights on the days when the carrier operates between those points. If the 
carrier operated less than three flights in any month, it would be permitted 
to operate the unused flights in the succeeding month, in addition to the 
three flights permitted in the succeeding month. 

(3) An unlimited number of charter flights transporting cargo between 
points not served by all-cargo flights of any certificated carrier. For the 
purpose of the unlimited frequency charter authorizations, transportation 
of property would be only pursuant to contracts for planeload capacity or 
multiples thereof. 


(4) An unlimited number of flights where the Department of Defense is 
the charterer.” 

The examiners further recommended that the foregoing authorizations should 
be by exemption rather than certificate, and should continue for a period of 5 
years. With respect to the identity of the carriers to be authorized to provide 
the new service and the area in which they should operate, the determination 
was made in the following manner: Of the 30 applicants heard as to their qualifi 
cations,” the examiners found 17 to be qualified. Of the remaining 30 applicants 
in the proceeding,” those engaged in common carrier operations during a “grand- 
father’’ period (the last 6 months of 1954), as reflected in their reports to the 
Board, were found te be qualified. The area of operation for each carrier, i. e., 
whether interstate, overseas and/or foreign, was to be determined by the type 
of common carriage in which each applicant engaged during the ‘‘grandfather’’ 
period. 

At the outset of our consideration of the issues, a procedural problem claimed 
our attention. The record indicated that a large number of applicants had not 
been heard with respect to their qualifications, and as to those already heard 
on this question, certain interested parties refrained from filing briefs to the 
examiners due to doubt as to whether the matter of qualification was then ripe 
for decision. We felt that it was in the public interest and would expedite the 
conclusion of this proceeding to proceed forthwith, in the same manner as there- 
tofore, with the hearings as to the qualifications of those applicants who have 
not yet been heard as to their qualifications, and that such hearings might prop- 
erly be conducted pending the preparation of this opinion delineating the scope 
of supplemental air transportation to be authorized. We, therefore, decided to 
vacate the examiners’ ultimate findings with respect to the qualifications of the 
individual] applicants and to reopen the record on the sole question of the quali- 
fications of the applicants. Accordingly, on August 19, 1955, we adopted Order 
No. E-9503, which carries out the foregoing determination. 

We turn now to a reexamination of our policy as to irregular air carriers in the 
light of the extensive record developed herein.”* This record shows that the irregu- 
lar air carrier industry has had a truly remarkable growth in recent years. Prior 
to World War II, irregular air carrier operations were conducted in small aircraft, 
mainly in conjunction with fixed-base operations, and were of limited economic 
significance.“ Conditions at the end of World War II, however, brought about a: 
rapid expansion in the activities of the irregular carriers. First, the civilian de- 
mand for air travel increased tremendously after the war, and the certificated 


7” The examiners also recommended, interalia, that the Boerd adopt a policy under which a formal pro- 
ceeding would be initiated to consider expanding the number of regularly certificate’ authorizations for 
transportation over any segment or group of segments whenever the volume of large supplemental carriers 
on such segments exceeds 15 percent of the traffic of the regularly certificated carriers for any substantial 
period. In such proceeding, the examiners recommended that the large supplemental carriers that were 
responsible for the traffic should be entit'ed to participate as applicants for certificated authorization, and 
all other things being equal, priority of consideration should be given to the carrier or carriers that developed 
the traffic. 

7! By January 20, 1954, the examiners had heard 30 applicants on qualification. On that date, the Board 
adopted Order No. E-8052 in which it directed the examiners to defer hearing as to the qualifications of 
individual applicants until further order of the Board, and to complete the hearings on the issues with 
respect to the requirements of the public interest and the — convenience and necessity as set forth in 

agraphs Nos. 1 (1) through 1 (7) of Order No. E-5722. he hearing was completed on the limited issue 
is directed in this order. 

7 In the course of the hearing, certain applications were dismissed at the requests of the applicants or 
or want of prosecution. 

73 Attached hereto as an appendix are portions of the initial decision containing the findings, conclusions 
and recommendations with which we agree and which we adopt as our own. : 

"4 Investigation of nonscheduled Air Services, 6 C. A. B. 1049, 1052; Large Irregular Carriers, Exemptions, 15 
C. A. B. 609, 612. 
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carriers, whose activities were severely limited during the war period, were faced 
with the problem of expanding their operations to meet the growing demand for 
air service. Second, a substantial number of veterans -.trained in the techniques 
of aviation sought to enter the field of aviation as independent operators. Their 
entry into the field was facilitated by the availability of surplus military aircraft, 
mostly C—46’s and C-—47’s, which could be leased or purchased at a relatively 
small cost. Equipped with the larger aircraft, the iregulars sought to satisfy the 
enlarged demand which the certificated carriers were unable to meet. The 
traveling public readily accepted and patronized the rapidly expanding services 
of the irregulars to the point that they now constitute an important segment of the 
air transportation industry. 

Today, some 50 irregular air carriers ™ provide a wide variety of services, 
domestically, overseas, and in foreign air transportation. These services are 
rendered primarily with DC-3, DC-—4, and C—46 aircraft, although some of the 
larger carriers now operate Constellation and DC-—6 aircraft. The services per- 
formed by the irregular carriers are of various types, including charter operations, 
individually ticketed coach flights, specialized services, and military airlift. In 
the year 1954, the passenger operations of irregular carriers resulted in the genera- 
tion of 1,252,680,000 revenue passenger-miles.” For the same period, cargo opera- 
tions amounted to 54,249,000 cargo ton-miles. 

The field of charter operations has proven of importance to both the carrier 
involved and the public patronizing their services. Thus, in 1953, 53 percent of 
all irregular air carrier flights were charter flights. In contrast, the charter and 
special-service business of the certificated carriers totaled only 2.37 percent of 
their total miles fown in 1950, and 2.98 percent in 1951. The revenues of the 
domestic trunklines from nonscheduled services amounted to 1 percent of total 
revenues in 1950, 0.7 percent in 1951, 0.6 percent in 1952, and 0.4 percent in 1953.” 
There is no indication that the certificated carriers will increase substantially 
their participation in this field. The certificated carriers do not generally assign 
aircraft or personnel exclusively to charter services. Since they can obtain a 
better utilization of aircraft in scheduled service, they cannot be expected to de- 
velop aggressively their charter business. 

Closely allied to charter operations is the field of specialized services in which 
the irregular air carriers have been prominent. This field embraces a wide gamut 
of services too numerous to detail. Among these are transportation of migratory 
workers and firefighters and their equipment, and shipments of lobsters, cattle, 
and turkey poults from hatcheries. By their very nature such needs cannot be 
fulfilled economically by the certificated carriers whose equipment is best utilized 
on their regular scheduled routes. ‘Thus, special services represent another area 
in which the irregular air carriers have met a real need—an area in which the 
certificated carriers have shown comparatively little interest. 

The record further demonstrates that the irregular air carriers fill an important 
need for individually ticketed travel created by periodic demands which exceed 
the capacities of the certificated carriers. Such excess demands sre caused by 
holiday travel, summer and winter vacations, the closing and opening of schools 
and colleges, conventions, etc. Even in what might be considered a normal or 
average season, the demand for transportation will vary on different days of the 
week, The certificated carriers must operate a fleet designed for a certain traffic 
volume. This fleet often cannot be geared to the peak-season traffic volume, for 
if it were, the utilization of aircraft in the offseasons would be too low for econom- 
ical operations. Thus, there are inevitably times when a particular carrier cannot 
supply the demand for service. Into this gap, the irregular air carriers have 
stepped. Unhampered by schedule requirements, they have been able to make 
their aircraft available at the time and place when the certificated carriers have 
been unable to fill the needs of the public. This has been of inestimable value 
and convenience to the traveling public. 

Aside from helping to meet the immediate travel needs of the public, the 
irregular air carriers have played a significant role as innovators in air trans- 
portation. It was they who made an invaluable contribution to air transporta- 


% Originally, 142 letters of registration were issued to irregular carriers. Various circumstances have 
brought about a reduction in the number of irregular air carriers. Among these are economic forces, revoca- 
tion of operating authoritv for violations of the act and the Board’s economic regulations, and change of 
Status by receiving a certificate from the Board. 

% Quarterly Report of Air Carrier Operating Factors, March 1955, derived from Carriers’ Reports, C. A. B. 
Form 242. These figures are subject to adjustment for revenue passenger-miles flown in violation of the fre- 
quency and regularity restrictions in the existing regulations. 

7 In a related proceeding, ACTA-IMATA Commercial Charter Investigation (Docket No. 6580, ef al.), 
we are currently considering proposals for enlarging the charter operations of irregular air carriers through 
80-called air exchanges. 
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tion by risking their own capital to p‘oneer in and develop the field of low-cost, 
coach-type air transportation. And it was largely as a result of such successful 
experimentation that the certificated trunkline carriers became active participants 
in this field. This has made air transportation available to travelers who could 
not afford first-class accommodations. Today, aircoach travel is a vital and grow- 
ing segment of the industry. . For the vear ended November 1954, the coach serv- 
ices of the certificated carriers had accounted for 5,169,284,000 passenger-miles, 
or 32 percent of all traffic, and evidence in the record indicates that the major 
carriers have equipment and alteration plans looking toward a coach offering of 
at least 50 percent of total business. Indeed, the day is not far distant when, as 
in the case of railroad travel, aircoach travel will far exceed first class. 

An assessment of the importance of the irregular air carrier industry must in- 
clude reference to the vital services rendered by these carriers in the interests of 
the national defense. In the emergencies created by the Berlin blockade and the 
Korean hostilities, these carriers performed a large percentage of the airlift required 
by the military. During the Berlin airlift, the irregular air carriers carried some 
25 percent of the passengers and 57 percent of the cargo tons carried by com- 
mercial air carriers in charter operations. They supplied some half of the capacity 
called for by the military for commercial airlift during the Korean hostilities. In 
the field of domestic military charters, the irregular air carriers have performed 
an even greater portion of the service. Of the amounts paid by the Department 
of Defense for domestic charters, the irregular air carriers received 64.7 percent 
in 1952 and 66 percent in 1953 for passenger charters, and 15.5 percent in 1952 
and 33.4 percent in 1953 for cargo charters. 

The extent to which the Department of Defense has relied upon the services of 
the irregulars in the domestic, overseas, and foreign field is evidenced by the fact 
that in 1952, the irregular air carriers performed $44 million worth of the Depart- 
ment’s air charter business, or 44.5 percent of the total. In 1953, the Depart- 
ment paid the irregular air carriers $42 million, or 45.4 percent of the total. The 
Department cf Defense contemplates that over the next few years there will 
continue to be a need for air transportation services for both cargo and passengers, 
in addition to the ordinary purchase of individual trips on scheduled flights in 
commercial service. It indicates that there are three primary categories of 
military requirements for commercial airlift: viz, logistic support, Strategic Air 
Command movements, and movements of dependents. It is evident that the 
irregular air carriers have the necessary flexibility to meet the demands of the 
military, while as the examiners have noted, the experience of the military services 
has shown that the certificated carriers, due to their commitments to render 
adequate service to certificated points, are not as flexible in meeting the planeload 
requirements of the military in emergencies as are the principal irregular air 
carriers. 

With this record of achievement before us, it is clear that the irregular carriers 
have performed a useful public service, that they represent a significant part of 
our air transport system, and that our policy toward them should be directed 
toward their survival and continued healthy growth, subject to the overall ob- 
jectives of our act and a proper relationship to our certificated air carrier system. 
Turning to the specific proposals of the applicants herein, the irregular air carriers 
generally seek an increase in their authorized scope of operations. Most of the 
applicants request authority to operate charter flights without limitation as to 
frequency or regularity. In the field of individually ticketed and individually 
waybilled services, most of the applicants request a maximum of 14 round trips 
per month between any 2 points, although some request authority to operate 
as many as 2 daily transcontinental round tiips. The certificated intervenors, 
while divided on the issue of charter authorization for irregular air carriers, 
strenuously oppose the continuation of authority in the irregular air carriers to 
engage in individually ticketed or individually waybilled operations.” 

78 It has also been contended that the continued authorization of individually ticketed and individually 
waybilled operations is beyond the scope of this proceeding, which, it is argued, is limited to determining 
the need for ‘“‘supplemental’”’ and “additional” services; and that operations of this type are neither supple- 
mental nor additional to, but are duplicative of, the services performed by the certificated carriers. he 
words “‘supplemental’’ and “additional” are relative terms not susceptible of rigid definition. Despite the 
fact that the individually sold services of the irregular air carriers are to some extent competitive with 
scheduled services, they are essentially supplemental and additional in that they fill the gap when the de- 
mand at particular points exceeds the capacities of the certificated carriers. So, also, when the irregular air 
carriers provide specialized services that the scheduled carriers do not offer, such services are truly supple- 
mental and additional in character. The argument that such authorization is beyond the scope of the 
instant proceeding does not raise any issue of due process. The applications of each irregular air carrier were 
cons lidated into this proceeding. The certificated intervenors had full notice of what the applicants were 


see’ing, and the issue of the extent of individually sold services, if any, to be authorized was fully litigated 
on th> merits. 
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In passing on these issues, the examiners recognized that a need for additional 
and supplemental services exists. However, their approach, as reflected in their 
recommendations outlined heretofore, is unduly restrictive and, in effect, would 
solve the problem of policing irregularity by eliminating individually ticketed 
flights for all practical purposes. The charter authority which they recommend 
is theoretically unlimited in frequency, but in practical effect is highly restrictive. 
In our judgment, the policy which they recommend would retard the proper 
development of the irregular air carriers, would hamper their ability to maintain 
large aircraft, and, indeed, would jeopardize the continued existence of a sub- 
stantial number of these carriers. In short, such a policy would deter rather than 
improve our supplemental air transportation system. In this regard, we must 
not lose sight of our obligation under section 2 of the act to encourage and develop 
an air transportation system properly adapted to the present and future needs 
of the national defense. There can be no doubt that the continued existence 
of the irregular air carrier fleet is of real value in terms of the national! defense, 
and it is evident that the future ability of the irregular air carriers to serve the 
military, as they are doing now and have done so ably in the past, depends upon 
their ability to operate their planes in commercial activities when not engaged 
in service for the military. In the light of the contributions which the irregulars 
have made in the past and the role which they are now playing, we feel that there 
is room for expanding their operating authority and enlarging their field of a 
activity, without doing violence to the certificated route system which forms the 
backbone of our air transport system. 

The field of charter operations is one in which the authority of the irregulars 
should be enlarged. This fact was fully recognized by the examiners. The 
record establishes that a public need exists for unpredictable demands for charter 
services, which cannot be met and is not met by the certificated carriers. Such 
a need requires a class of carriers with low overhead costs and without the obli- 
gation to provide service over a fixed-route structure and which therefore pos- 
sesses the inherent flexibility to meet the unique demands for charter services. 

It would be difficult, if not impossible, ic ascertain statistically the precise 
traffic volume which would be available to the carriers selected to perform charter 
service. Nevertheless, the record is convincing that by applying the initietive 
which the applicants have demonstrated that they possess, plane load charter 
services would open up a field with almost unlimited possibilities. We have 
previously noted that some 53 percent of all flights operated by the irregular 
carriers represented charter operations. The variety of services provided by 
these charter flights, exclusive of military charter, is evident from the record. 
Among them are the group movements of passengers made up of fishing parties, 
ships crews, college students, bowling teams, sightseers, racing fans, convention 
delegates, stretcher cases, etc. Plane-load movements of freight included airplane 
parts, newspapers, live wild animals, fresh strawberries, electrical equipment, 
furniture, office supplies, television sets, ete. From this partial list of services, 
it requires but little imagination to visualize the enormous potential and almost 
endless possibilities for service in this market. 

The certificated carriers, by reason of their established position, are usually 
sought out in the first instance by groups interested in chartering aircraft. These 
carriers, however, because of their route requirements are unable to fulfill the 
demand. For example, a witness for TWA stated that in 1952 his company 
had some 1,300 requests for domestic charters, of which only several hundred 
were carried. It is evident from the record that this is typical of the large cer- 
tificated earriers which, because of their route requirements, are not staffed for 
and conseauently do not actively solicit charter business. The equipment of the 
certificated carriers is tied down quite rigidly to serving certificated points. It 
would be uneconomical for them to maintain a large amount of standby equip- 
ment, and while some facilities are made available for special requirements 
beyond regular scheduled service, they are not always prepared to provide service 
on short notice to off route points. Indeed, much of the cargo transported by 
irregulars in the past could not have been readily accommodated by certificated 
carriers because of its special nature and the special handling required. The 
shipment of baby chicks illustrates this point. The requirement of the shipper 
in the handling of this commodity is such that immediate space must be available 
with little advance notice in order to take advantage of the fact that during the 
first 48 hours after hatching no feeding is required. If space is not available, 
substantial additional cost is incurred. Carriers whose aircraft are dedicated to 
a route-type operation are not suited to such unpredictable demands, while the 
irregulars, on the other hand, are ideally adapted to this sort of operation. In 
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view of the foregoing, it is not surprising that the certificated carriers have made 
a very imperceptible penetration into the charter market. As previously indi- 
cated, less than one-half of 1 percent of the revenue of the domestic trunkline 
carriers in 1953 was derived from nonscheduled operations. 

Further evidence of the public need for a class of carriers to provide charter 
services is the fact that the certificated carriers, themselves, have had to utilize 
the services of irregular carriers for such charter services. In 1951 and 1952, 
National Airlines, alone, required the charter services of 4 irregular air carriers 
in 31 different instances, and there is nothing about the operation of National 
Airlines that would lead one to conclude that this requirement for charter service 
is peculiar to that carrier. 

There is every reason to believe that, given liberal authority in the charter 
field, the applicants can develop charter operations to substantially greater pro- 
portions. Thus, for example, an important potential source of traffic for charter 
services is found in the business-flying field. usiness flying, i. e., flying performed 
by companies or individuals in carrying out in their aircraft the operations of 
their given enterprises or professions, in 1952 totaled 3,124,000 hours, almost 
3 times the volume in 1946, The air transport fleet owned by American corpora- 
tions totaled some 10,000 aircraft in 1952, including 265 DC-—3’s, 210 Lodestars, 
45 Grumman Mallard Amphibians, 4 Convairs, and 2 DC—4’s. This demonstrates 
that the traffic carried in business flying ordinarily has needs for special trans- 
portation service that are not met by the regularly scheduled operations. The 
offer of charter services to this group should result in channeling sizable amounts 
of such corporate travel to the supplemental irregular air carriers. 

Since the certificated carriers have made but little entry into this field, we 
can see no valid reason for imposing artificial restrictions upon the charter 
operations of the applicants, as the examiners have recommended. Thus, while 
the examiners propose unlimited charter flights they would not permit the appli- 
cants to operate unlimited charter flights of cargo between any two points served 
by a certificated carrier with scheduled all-cargo aircraft.” Such a restriction, 
while reasonable on its face, is, in our opinion, contrary to the public interest. 
The availability of scheduled all-cargo aircraft is obviously of no use to a shipper 
who requires a full plane capacity and cannot obtain it because space has already 
been sold by the certificated carrier. Nor is it of any use to a shipper whose 
products require special handling, time of departure or arrival, temperature 
control, etc., not available under certificated service. 

Moreover, the principal cities which would offer the greatest potential for cargo 
charters are currently being served by scheduled all-cargo aircraft. Conse- 
quently, under the examiners’ restriction, the applicants would receive a very 
limited authority to operate cargo charters where such business can be developed, 
and an unlimited authority to operate cargo charters where there may be little 
or no demand for the service. If cargo charters are to be developed, and the 
record demonstrates that a potential capable of development exists, the applicants 
should be given a real opportunity to do so. 

The examiners would also restrict the definition of a charter so as to exclude 
bona fide charter flights which historically, by experience, and by legal definition 
have been considered as charters. The examiners would restrict charter flights 
to those instances in which the charter is for the charterer’s own account, with 
the provision that the charterer is the person with ultimate financial responsi- 
bility for the transportation and has not been and will not be financially reim- 
bursed directly or indirectly by any of the travelers. Under this definition, 
charters of groups traveling together for a specific occasion or purpose and pro- 
rating among themselves the cost of the charter would not be considered as 
charter flights, but would be counted toward the numerical maximum of special- 
service flights. This would severely restrict the applicants from engaging in 
much of the charter business which they have developed in the past, such as 
lodges, clubs, and other groups traveling to a convention, student and alumni 
groups going to a particular game, etc. 

Charter arrangements of this character have always been considered to be valid 
charters ® and we see no reason for adopting a different definition where such 
arrangements are made with irregular air carriers. It would appear that the 
examiners’ recommendation was dictated by the possibility of abuse; i. e., that a 


7° Under the examiners’ recommendation such flights would be counted toward the numerical maximum 
of special-service flights. 

® Sec. 207.1 of the economic regulations, which defines the term “‘charter’’ in relation to certificated car- 
riers. includes within that definition arrangements by a person, or by two or more persyns acting jointly 
for the transportation of a group of persons as agent or agents of such group. See als», 1955 Transatlantic 
Charter Policy, E-9221, adopted May 20, 1955, which makes provision for pro rata charters. 
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ticket agent might charter a plane and sell individual tickets for transportation 
to the general public. While this is a situation to be avoided and prevented, we 
do not consider that it warrants our adopting a preventive measure which so 
severely restricts the irregular air carriers in engaging in bona fide passenger 
charters. Rather, we are satisfied that a specific restriction against charters by 
ticket agents or the like, similar to that contained in section 207.1 of the economic 
regulations, would effectively exclude charters generated by ticket agents for the 
purpose of selling individual tickets, 

On the other hand, we would be stricter than the examiners with respect to 
chartering less than a full-plane capacity in the transportation of passengers. 
While the examiners would permit charters of one-half of a plane’s capacity, we 
do not find from the record a substantial need for charters of less-than-planeload 
capacity, 2nd we can see little purpose to be served by such an authorization 
To the extent that there may be requests for special service by groups too small 
to charter a plane, the enlargement of the applicants’ authority for individually 
ticketed operations which we are providing for infra should enable them to ac- 
commodate such groups without difficulty. Furthermore, the concept of charters 
for less than planeload would present compliance problems in that it entails 
substantial risk that some carriers would operate individually ticketed flights under 
the guise of split charters. This tendency would be particularly strong where 
a carrier enters into a charter for 50 percent of the plane and is unable to obtain 
another charter to fill up the plane. In view of the foregoing, we see no reason 
for departing from the well-established Board policy that a charter must be for 
the entire capacity of the aircraft. 

With respect to the carriage of passengers between the United States and a for- 
eign country, we will not permit unlimited authority to operate charter flights. 
As appears infra, we have found that there is no public need for the carriage of 
persons in international operations by irregular air carriers on an individually 
ticketed basis, and consequently we have decided not to authorize the irregular 
air carriers to engage in such operations. In view of this, the grant of blanket 
authority to the irregular air carriers to engage in passenger charter operations 
in this area might foster spurious charters as a means of evading the restriction. 
Also, it must be recognized that, unlike domestic charter operations, a group of 
people making a journey to a foreign country does so with the intention of re- 
maining there for a matter of weeks rather than a few days. This factor poses 
a& sustantial economic problem for the carrier who must either charge a higher 
rate to compensate for the layover or ferry mileage, or else nrocure return loads 
in lieu of deadhead mileage or layover. Soliciting for return loads to the United 
States on a bona fide charter basis would be difficult at best for United States 
based operators, and the pressures to circumvent a regulation requiring bona 
fide charters would be great indeed. The establishment of proper safequards, 
however, does not mean that we must prohibit the irregular air carriers from 
engaging in valid charters for passengers in international operations, since it is 
mecessary that some provision be made to transport those bona fide charter 
groups that the scheduled carriers are unable or unwilling to accommodate. It 
is evident that the Board should scrutinize each such charter transaction by 
requiring the carriers to apply for and obtain prior Board approval in each in- 
stance, as provided by the 1955 Transatlantic Charter Policy.*" Under this 
policy, an applicant must disclose fully the nature of the charter, the identity of 
the charterer or chartering group, the manner of solicitation of the persons com- 
prising the group, whether it is a pro rata charter, the flight plan, the type of 
aircraft to be used (including registration numbers), available seating capacity, 
the number of persons to be transported, whether commission is to be paid by 
the carrier and, if so, to whom, ete. The carrier must also append to the applica- 
tion a copy of the charter contract. After completion of each charter flight, 
both the charterer and the carrier must make a report to the Board. With safe- 
guards such as these, charters of passengers in international operations can be 
adequately controlled by the Board. 

In sum, we have concluded that the irregular air carriers should be permitted 
to engage in unlimited charter ® flights of property in domestic, overseas, Terri- 
torial (except intra-Alaska) * and international operations, and in unlimited 
charter ™ flights of passengers in domestic, overseas, and Territorial (except intra- 
Alaska) operations. Subject to the provisions of the 1955 Transatlantic Charter 


$i F-9221, adopted May 20, 1955. 

®2 As defined in sec, 207.1 of the economic regulations. 

83 Irregular air carriers are not currently authorized to conduct operations within Alaska, and the record 
dioes not warrant extending their authority to conduct such operations. 

* Footnote 82, supra. 
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Policy, they should also be permitted, upon approval of specific applications 
therefor, to engage in passenger charter flights in international operations. 

It has been suggested that, having enlarged the operating authority of the 
irregular air carriers with regard to charter operations, we should limit them 
to this field and not permit them to engage in individually ticketed and indi- 
vidually waybilled operations. We do not agree. To remove the irregular air 
carriers from this field of operations would be contrary to the public interest. 
It would at one stroke deprive them of a major source of their revenues, without 
any corresponding public benefit. At the same time, it would make the services 
of the irregular air carriers unavailable to the thousands of passengers who have 
found them to be useful and necessary. Certainly, the availability of charter 
flights is of no value to a person who, traveling as an individual, is unable to 
secure transportation from a certificated carrier due to a demand which exceeds 
the available space on scheduled flights. And the thought that a heavy and 
unfulfillable demand for transportation at various times is a normal incident 
of our economy offers no solace to a person who cannot obtain space when he 
needs it. Finally, we are not convinced that the abolition of individually ticketed 
operations is in anyway necessary for the protection of our certificated carriers. 

We must, therefore, reject the examiners’ recommendation that the irregular 
air carriers’ individually ticketed and individually waybilled operations be limited 
to 3 trips per month between any 2 points. Not only would this result in un- 
profitable aircraft utilization and hasten the demise of these carriers, but it ob- 
viously would fail to meet the public need for additional and supplemental trans- 
portation—a need which today is being met by carriers whose maximum number 
of permissible flights is in exeess of the reeommended number.® 

We think the time is ripe for us to consider and adopt a policy which will 
strengthen our supplemental carriers and foster their continued growth so that 
they may more adequately serve the public and so that their continued existence 
as an important aid to the national defense will be assured. While we view 
unlimited charters as one area of expanded operations, we do not consider it to be 
the only one. Of equal significance is a revision of their authority which would 
enable them to offer individually sold services on a regular basis but limited to a 
specific number of flights. 

The existing restriction against regular operations by these carriers served 
in part as a means of protecting the trunkline carriers from undue competition.™ 
It was adopted when the trunkline carriers were on subsidy. Under present 
conditions the original restriction has outlived its usefulness. The record demon- 
strates that the operations of the irregular air carriers have not adversely affected 
the certificated carriers. Despite the fact that the operations of the irregulars 
have been increasing, the growth of the operations of the trunkline carriers has 
continued unabated. Between 1946 and 1954, the operations of the domestic 
trunkline carriers increased from 5,962,142,000 revenue passenger-miles to 
16,331,348,000 revenue passenger-miles. Even more significant is the fact that the 
condition of the trunkline carriers has improved to the extent that, with minor 
exceptions, they no longer require subsidy support from the Government. These 
developments strongly support the conclusion that the trunkline carriers are in a 
position to withstand such additional competition as will result from an enlarge- 
ment of the authority of the irregular air carriers in the field of individually sold 
services. 

The elimination of the existing restriction against regularity will help the public 
and strengthen the supplemental carriers immeasurably.®’ The carriers will obtain 
a flexibility of operation which should enable them to schedule flights for times 
when, as experience has shown, the demand exceeds the available space offered by 
the certificated carriers. The ability to offer these flights to the public at specified 
times should result in a more economical utilization of aircraft and substantially 
greater load factors than are possible when service is offered on an irregular hit-or- 
miss basis. And the public, too, will benefit in knowing when and where supple- 
mental services are available. 

The fixing of a specific number of flights as a maximum, together with the re- 
moval of the restriction against regularity, will aid in the administration and en- 
forcement of the regulations. Experience has demonstrated that the existing 


8 While the existing regulation does not specify a maximum number of flights, the provisions permit a 
maximum of between 8 and 12 trips per month between any pair of points, depending upon when the carrier 
carrier breaks service. 

8% Findings in support of regulation, serial No. 388, 12 Fed. Reg. 3076, 

87 Since the operations of these carriers will no longer be required to be conducted on an irregular basis, 
the designation of this group as “large irregular air carriers’ ceases to be appropriate. They will hence- 
forth be referred to as ‘‘supplemental air carriers,”’ a name which accurately identifies their function. 
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regulation is difficult to enforce. It does not prescribe a precise numerical maxi- 
mum, although, as previously pointed out, the restriction against regularity and 
frequency of operation has the effect of permitting a maximum of between 8 and 12 
round trips per month between:a pair of points, depending upon when the carrier 
breaks service for a week or more. As a result, the flights of each carrier have to 
be calendared to determine whether they reflect a pattern of regularity of opera- 
tion during any given period. The fixing of a maximum number of permissible 
flights, even though regularly conducted, will eliminate this cumbersome method 
of determining whether each carrier is complying with the regulations. 

Most of the applicants request a maximum of 14 round-trip flights per month 
(apart from charter flights) between any pair of points. We are of the opinion 
that 10 flights in the same direction between any 2 points in any calendar month 
should be the maximum. We have selected this number, after taking into ac- 
count on an average basis, the number of permissible trips which may be operated 
under the existing regulations. While we are not increasing greatly the maxi- 
mum number of flights now permitted under the regulation, we anticipate that 
relief from the regularity restriction, alone, will strengthen these carriers im- 
measurably. 

These considerations, however, do not apply to the carriage of passengers in 
international operations. We have not, since 1947, authorized the supplemental 
air carriers to engage in such operations on an individually ticketed basis, and 
the record does not support the recommendation that we should now change our 
policy in this respect. While we have the power to control the entry into domestic 
and overseas air transportation, we do not have a corresponding power in the 
field of foreign air transportation except with regard to United States-flag car- 
riers. Thus, for example, while there are only two United States-flag carriers 
carrying passengers between the United States and Europe, there are 13 foreign 
scheduled airlines operating under authority issued by foreign governments. 
As a result, international operations generally are characterized by lower fre- 
quency of service and lower density of traffic than domestic operations. This 
factor, plus the relatively higher costs involved in foreign operations, has con- 
tributed to the heavy subsidy which has been paid to support United States-flag 
carriers. For the year ended March 31, 1955, Federal subsidy to international 
carriers amounted to $25,210,000. Compared to this, the domestic trunkline 
carriers are, with minor exceptions, no longer supported by Government subsidy. 
The traffic that would be most susceptible to diversion by supplemental passenger 
operations would be the tourist services of the subsidized carriers. This is a ser- 
vice which must maintain high load factors to be profitable, and any diversion 
therefrom by supplemental operations would increase subsidy requirements. 
Once supplemental passenger service was authorized, the Board would be power- 
less to prevent extensive diversion by fare-cutting practices on the part of the sup- 
plemental air carriers, for, while the Board is authorized by the act to fix fares in 
interstate transportation and maximum and minimum fares in overseas trans- 
portation, it has no comparable authority with respect to foreign air transporta- 
tion. In view of the foregoing, we have concluded that the supplemental air 
carriers should not be authorized to engage in carriage of passengers in inter- 
national operations on an fndividually ticketed basis.” 

It has been suggested that our action in enlarging the scope of supplemental 
operations in domestic air transportation will open the door to unlimited com- 
petition on the high-density segments; that each of the 50 supplemental air 
carriers will be able to schedule 10 flights per month on the high-density segments, 
making a total of 500 flights per month between a pair of cities. Experience 
demonstrates that this is an empty and baseless fear. The operating authority 
which we are giving the supplemental air carriers by this decision is not much 
greater in terms of permissible frequency of operation than that which they have 
today. Yet, they are not all interested in operating over the same segment, and 
certainly have not done so. Furthermore, the hard facts of economic realism 
have operated and would continue to operate against the creation of such a situa- 
tion. After all, a supplemental air carrier limited to 10 flights a month in any 
given market has no small task in attracting traffic away from the certificated 
carriers who, in the same market, offer a multiplicity of schedules on a daily basis, 
with the most modern equipment, and who are financially able to advertise their 
services extensively. In this setting, the supplemental carriers must necessarily 


8 Quarterly Report of Air Carrier Operating Factors, March 1955. 

® These considerations do not apply to carriage of cargo in foreign air transportation. Unlike passenger 
transportation, there exists a tremendous untapped cargo potential. Cf. Transatlantic Cargo case, Order 
No. E-9311, adopted May 19, 1954, approved by the President, June 16, 1955. 
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proceed cautiously in the markets they attempt to tap, and their prospects for 
extensive competition with the certificated services are very limited in the absence 
of significant deficiencies in the certificated services available. Since the supple- 
mental air carriers have relatively limited resources, and are not supported by 
Government subsidy, they must conduct their operations profitably or soon be 
out of business. All of these factors will operate as a practical matter to prevent 
supplemental carriers from risking their investments by operating in a saturated 
market. 

It has been suggested that the supplemental air carriers will concentrate their 
schedules on certain days of the week when the demand is the heaviest. We 
assume that some of them will do so and thereby perform their intended function 
of meeting the surplus demand that may not be served adequately by the certifi- 
cated carriers. But here, again, practical economic considerations will prevent 
the supplemental air carriers from flooding the market, and a supplemental air 
carrier who is unable to obtain adequate load factors will soon seek greener fields 
elsewhere. 

We recognize that there will be a temptation on the part of some supplemental 
air carriers to combine and integrate their operations so as to offer daily services. 
This problem is not new. It is similar to one we faced recently and which we 
disposed of by revoking the operating authority of the carriers involved.” And 
we shall continue to be alert to prevent the recurrence of such situations. Also, 
we find that it is essential for effective regulation and protection against improper 
arrangements among supplemental air carriers and between such carriers and 
ticket agents that we prescribe suitable conditions for such purpose.*! 

In view of our decision to permit individually ticketed flights, the dissent 
herein characterizes our action as a return “‘to the law of the jungle’’; an abandon- 
ment of ‘“‘the basic principles of the Civil Aeronautics Act’’; establishing ‘‘a dual 
regulatory policy—an industry half regulated and half nonregulated’’; ‘sheer 
economic nonsense’’; in effect granting certificates ‘‘without meeting the require- 
ments of section 401’’; temporizing and taking ‘‘the easy way out’’; and making 
‘‘a mockery of regulated competition.’’ The sform of ‘‘epithetical jurisprudence”’ 
generates considerable heat but little light. The simple fact is that individually 
ticketed flights have been lawfully conducted by the irregular carriers ever since 
1938 and the continued authorization of such operations does not involve any 
novelty whatsoever. Nor is there any novelty in allowing the supplemental 
carriers to gravitate to whatever markets present a demand for their services— 
this is precisely what the irregular carriers have been authorized to do for years, 
and is basic to the performance of supplementary air services. Similarly, as to 
frequency of service, there is nothing startlingly new in the Board’s decision to 
allow 10 flights per month, for the irregular carriers already enjoy the right to 
operate a maximum of 8 to 12 flights per month depending upon breaks in service. 
Thus, in view of the fact that the irregular carriers are already authorized to 
operate individually ticketed flights, operate them between any two points, 
and operate as many as 8 to 12 flights per month between any pair of points, we 
can see no factual basis for the claim that we are now creating ‘‘a duplicating air 
service” ‘‘on every route segment operated’ by the certificated carriers.’ 

There is equally no sound foundation for the repeated assertion that we are in 
effect granting certificates for route-type services. It is true that we are for the 
first time lifting the requirement of irregularity. But we are still adhering to the 
fundamental requirement of limited frequencies—and so long as a carrier is 
confined to 10 flights per month, this represents a severe and practical limitation 
upon its ability to participate in any market, and in our judgment will effectively 
confine the carrier to operations that are essentially supplemental in character. 





* Twentieth Century Air Lines, Inc., et al., Compliance Proceeding, Order No. E-9360, adopted July 
1, 1955. 

% These conditions will, among other things, prohibit a supplemental air carrier from: (1) Representing 
to the public, either expressly or by course of conduct, that it furnishes more than 10 flights in the same 
direction between any peir of points in any calendar month; (2) furnishing air transportation to any pas- 
senger or cargo obtained from a ticket agent or cargo agent who represents himself to the public as an air carrier; 
(3) jointly advertising or jointly publishing its schedules or services with another air carrier or with a ticket 
or cargo agent; (4) representing itself as an air carrier authorized to engage in air transportation without 
including the qualifying words ‘Supplemental! Air Carrier’’ in such advertising; (5) entering into an - 
ment with any ticket or cargo agent or other air carrier when the latter conducts any part of its bi SS 
in the name of the supplemental air carrier or in a name wr peen 4 similar thereto to mislead the public; 
and (6) operating or maintaining a shared ticket or.cargo office with another air carrier or with a ticket or 
cargo agert unless it physically separates and clearly identifies its own facilities. We shall also require 
that supplemental air carriers file with the Board all agreements with other air carriers, file a written ap- 
plication for Board approval of such ments, and refrain from acting under any such agreement until 
it nee | been sopenees by the Board. Certain applicable provisions now contained in part 291 will be con- 
tinued in effect. 
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It is argued in the dissent that the authorization of individually ticketed 
flights will open up ‘fresh avenues for evasions of the law and further complicate 
the Board’s problems of enforcement.’’ But, as we have already pointed out, 
individually ticketed flights by irregular carriers are nothing new, and therefore 
whatever problems of enforcement may be presented do not involve any novelty. 
To be sure, such problems are easily resolved by simply abolishing the activity 
through which they arise. But that approach is a sterile one, and plainly adverse 
to the public interest. We have already recounted the many advantages to the 
traveling public and the national defense stemming from the operations of our 
irregular air carriers, and we see no reason to jeopardize the growth and develop- 
ment of these carriers by flatly abolishing a major source of their revenues. ce 
lieu of such a negative approach, our course is directed toward continuing the 
function of individually ticketed flights, but doing so on a more simplified and 
definite basis. As noted earlier, the naming of a specific numerical! flight limitation 
will eliminate the present cumbersome method of determining whether a carrier 
is in violation of the regulations; and we have in other respects made more 
stringent and more effective the provisions guarding against combined operations 
and against improper arrangements with ticket agents. Moreover, by enlarging 
the area of permissible activities (through unlimited charter operations in addition 
to individually ticketed flights) we will thereby minimize any temptation to stray 
into unauthorized operations.“ Ir view of these measures, we are convinced 
that we have simplified rather than complicated our enforcement task, as charged 
in the dissent. 

It has been suggested that our decision has not taken cognizance of the recent 
expansions in our certificated routes resulting from several major route cases, and 
the resulting intensified competition between the certificated carriers over many 
major route segments. It has also been suggested that we should at least maintain 
the status quo until we have had experience under these new route awards. 
Neither of these proposals appears meritorious to us. Insofar as the status quo 
is concerned, it would indeed be surprising to adopt such a course after a 4-year 
proceeding directed to the very question of what role our supplemental carriers 
are to play. But the important fact is that the newly certificated compet tion 
we have authorized offers a further reason for proceeding on the course we are 
following. For the intensified competition by certificated carriers on major route 
segments gives even greater assurance that the 10 monthly flights by supplemental 
carriers will be able to achieve only slight penetration in these markets. As a 
matter of practical economics, the heightened certificated competition will leave 
little room for market penetration by supplemental carriers, except where their 
services are in fact needed because of peak demands, etc., as outlined earlier. It 
is the fundamental health and prosperity of the certificated carriers that has per 
mitted us to expand the area of competitive service by those carriers. And it is 
the same health and prosperity that permits us to enlarge the area of operations 
of our supplemental air carriers without undue concern over the impact of this 
action upon our certificated route system. Each class of carriers has its legitimate 
role to play in the national air transport system, and our decision has been reached 
in the belief that both groups can and should prosper in their respective spheres. 

Notwithstanding our conclusions in this regard, we intend to maintain a con- 
tinuing surveillance over the operations of our supplemental carriers to insure that 
they confine their operations to the fundamental purposes for which they are 
authorized and to make certain that the quantum of service we are authorizing 
under the aoe provision does not in the aggregate jeopardize our certificated 
route system. If in actual practice it should develop that the amount of service 
offered under the 10-flight provision proves excessive in terms of its impact upon 
the certificated route structure, we shoud be free to make the necessary adjust- 
ments to that provision and to do so promptly. For that reason, we are expressly 
reserving the power to make downward adjustments in the 10-flight provision and 
to do so on an expedited basis if circumstances so require. ‘lhis will entail a 
procedure involving notice and opportunity for oral and written argument, but 
will not necessarily include an evidentiary hearing. In this manner, the board 
will not only be in full control of the situation, but we can thus underscore for all 


® The dissent anticipates difficulties in separating charter fights and individually ticketed flights operated 
between the same pair of puints by a given carrier. and it is asserted that such difficulties ‘‘will make effective 
regulation most difficult, if not impossible.”” Rut this argument overlooks the fact that t!ere is a similar 
possi}ility that carriers confined to charter operations only would operate individually ticketed fights in 
the guise of charter operations. Yet it has not beén suggested that we should therefore prohibit all charter 
flights. Manifestly, any delineation of authorized operations necessarily carries with it »r~blems «i enforce- 
ment. We have taken full cognizance of these problems and have carefully spelled out regul story previsi ns 
desizned to minimize them. We are confident that adequate provision has been made for confining the 
supplemental air carriers to their proper sphere of activities. 
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concerned, the fact that the supplemental carriers are to tailor their activities to 
the needs which they are designed to meet, and that if they so operate as to pose 
a threat to our certificated system, they must face up to a prompt and effective 
diminution in the maximum permissible flight frequencies.. Those supplemental 
air carriers who undertake expanded operations as a result of our decision herein 
will do so with full notice that the maximum permissible frequency of operations is 
subject to downward adjustment in the manner herein set forth. Accord‘ngly, 
the licenses we are granting for supplemental operations are expressly conditioned 
upon our procedure for control over flight frequencies. 

In summary, based upon the facts of record, we firmly believe that the 10-flight 
provision is a sound one, and delineates a suitable area for further development of 
our supplemental air carrier system. But in view of the heavy stake that the 
Nation has in our certificated system, we should retain standby authority to 
meet unforseen developments with swift corrective action if that is indicated, and 
the supplemental carriers should take this factor into account in embarking upon 
any new program of operations. 

The enlarged authority to be granted the supplemental air carriers is premised 
on the existence of a need for such services. Obviously, if any such carrier does not 
operate revenue flights for a substantial period, that fact would be an indication 
that there is no longer a public need for that carrier’s services. In that event, it 
would be contrary to the public interest to have outstanding an operating authority 
which is not being actively utilized. Experience has shown that operators whose 
authority has been revoked seek to reenter the field of air transportation by 
purchasing the operating authority of an unsuccessful carrier, or the controlling 
stock interest of such a carrier, through the instrumentality of a nominal pur- 
chaser. The continued existence of nonoperating carriers holding operating 
authority is therefore an inducement to violators to reenter the field of aviation 
and thus to thwart the compliance decisions of the Board. We shall, therefore, 
provide, as a condition to the operating authority to be granted hereby, that the 
operating authority of a supplemental carrier may be terminated by the Board 
when the reports of the carrier show that it has not operated any revenue flights in 
two consecutive quarters. 

Also, it is essential to a proper regulation of the enlarged authority that carriers’ 
flight reports be filed monthly, rather than quarterly, and that they be filed 
promptly. It will, therefore, be necessary to revise part 242 of the Economic 
Regulations and, in addition, to attach as a condition to the operating authority 
to be granted hereby a provision that the operating authority of a carrier should 
be terminated when the carrier has failed to file the required reports for 2 consecu- 
tive months. 

In view of the enlarged authority, the public interest requires that safeguards be 
established to prevent confusion in the minds of travelers as to the identity of the 
carrier with whom they are arranging for transportation. Such confusion can 
result from the fact that some supplemental air carriers have names or operate 
under names similar to those of certificated carriers. We shall therefore provide, 
as a condition to the exercise of the authority contemplated herein, that an 
applicant whose name is similar to that of a certificated carrier shall change its 
name. 

Most of the applicants request that the authority to be granted them be in 
the form of a certificate, while most of the certificated interveners vizorously 
challenge our authority to grant certificates for supplemental operations. We 
need not decide that issue at this time. It would be more appropriate for us to 
determine the matter when we consider the qualifications of the individual 
applicants. Accordingly, this opinion is a statement of our future policy with 
regard to supplemental eir transportation, and we shall defer to the conclusion 
of the case our decision as to whether the operating authority to be granted to 
the applicants who qualify shall be by certificate or by exemption. Pending 
decision on these matters, however, we see no reason to withhold the enlarged 
operating authority from this class of carriers. As previously indicated, there 
remain 30 applicants who have not yet been heard with regard to their qualifica- 

tions. It is, therefore, apparent that a considerable period of time will elapse 
before this case can be finally determined. To wait until the conclusion of the 
case before implementing our new policy would be contrary to the public interest. 
The record demonstrates that there exists today a need for the enlarged authority 
which we contemplate granting. Also, marry of the carriers who are conducting 
their operations in accordance with the current regulations require the enlarged 
authority to improve theirjcondition or for theirjcontinued economic well-being. 
The complexity of this proceeding has been such that the applicants herein have 
already spent over 4 years awaiting conclusion of these proceedings, and still 
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eannot expect their final determination in the immediate future. In these cir- 
cumstances, very little puroose would be served by withholding the enlarged 
operating authority for what may be a lengthy period, and to do so would con- 
stitute an undue burden upon the applicants. It is possible that, by permitting 
all carriers in this class to operate within the new scope of authority, we may be 
giving an enlarged temporary authority to carriers which, at the conclusion of 
the case, we may find to be unqualified for continued authorization. We are 
fully aware of these considerations, but on balance we find that they are out- 
weighed by the immediate public need for the additional services of the supple- 
mental air carriers and by the improvement in the condition of the carriers which 
should result from our new policy. We shall therefore issue a temporary exemp- 
tion to operate within the scope of the new policy to all applicants remaining in 
this proceeding who hold operating authority either as irregular air carriers or as 
irregular air transport carriers, except those whose operating authority we have 
previously found should be revoked, cancelled or terminated.® 

Two recommendations of the examiners remain for -consideration. The 
examiners recommended that we adopt a policy under which a formal proceeding 
will be instituted to consider expanding the number of regularly certificated carriers 
over any segment or group of segments whenever the volume of the supplemental 
air carriers thereunder exceeds 15 percent of the traffic of the regularly certifi- 
cated carriers for any substantial period, that any supplemental air carrier may 
participate in such proceeding as an applicant for certificated authorization, and 
that all other things equal, priority of consideration should be given to the 
carrier or carriers that developed the traffic. We think that basically the recom- 
mendation has much merit. Obviously, the development of supplemental] traffie 
to that extent would indicate a presumptive need for additional certificated 
service. However, the term “substantial period” is too vague to form the basis 
for the institution of a certificate proceeding. We think that 1 year would be 
a proper period of time for sueh a test, so that we would institute such a pro- 
ceeding if the volume of traffic of the supplemental air carriers over a segment 
or group of segments exceeds 15 percent of the traffic of the regularly certificated 
carriers thereover for a period of 1 year. Also, we do not agree that in such a 
proceeding, all other things equal, priority of consideration should be given to 
the supplemental carrier or carriers that developed the traffic. Such a policy 
would work to the disadvantage of other certificated carriers who may have 
applications pending for authority to operate over such routes, but who by virtue 
of lack of certificate authority have been unable to demonstrate what they could 
accomplish if authorized to operate over the route or segment in question. All 
applicants in such a proceeding should therefore be considered without prefer- 
ence. However, we do believe that such a proceeding should be processed 
expeditiously and should be given priority of handling. 

The examiners have also recommended that the supplemental air carriers be 
encouraged to form a suitable clearinghouse for exchange of information on 
availability of charter traffic and service. Inasmuch as we have a meager 
record on this question and the issue is squarely presented in the ACTA and 
IMATA charter exchange investigation (docket No. 6580), currently under 
consideration, it is appropriate that it be decided in that case on the basis of a 
fully developed record. 

We have carefully considered all of the exceptions to the initial decision and 
find that, except to the extent indicated herein, the exceptions are without merit 
and should be overruled. In view of the foregoing and all the evidence of record, 
we find that: 

1. The public interest requires the establishment of a class of carriers to be 
know as “supplemental air carriers’? who shall be authorized, subject to the 
conditions and limitations annexed to the attached order, to offer the following 
services: 

(a) Unlimited charter operations on a plane-load basis for the carriage of 
passengers and property in domestic, overseas, and territorial (except 
intra-Alaska) operations, and of property only in international operations. 

(b) Charter operations for the carriage of passengers in international 
operations on an individual exemption basis similar to that which is set 


% Obviously, this interim authorization for enlarged operations should not be awarded to carriers whose 
operating authority has been canceled, or has been revoked for violations of the act and the “Hconomic 
Regulations. Since the Board's action in revoking the operating authority of the North American Group 
(Twentieth Century Air Lines, Inc., Trans National Airlines, Inc., Trans American Airways, Inc., and 
Hemisphere Air Transport) has been stayed by the court pending review of the Board’s decision in the 
compliance proceeding, these carriers should be permitted to operate only within the scope of their existing 
authority. 
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forth in the 1955 Transatlantic Charter Policy, E-9221, adopted May 20, 
1955. 

(c) Individually ticketed or individually waybilled operations not to 
exceed 10 flights in the same direction between any single pair of points in 
any calendar month, except as to intra-Alaskan operations and except as to 
the carriage of passengers in international operations. 

2. The decision as to the nature and form of the authority to be granted for 
the supplemental air transportation contemplated by paragraph 1, above, and as 
to the applicants who shall receive such authorization, should be deferred until 
after the examiners shall have completed their hearings on the issue of the 
qualifications of the applicants and shall have issued their initial decision on that 
issue. 

3. Until the final decision herein, the enforcement of the provisions of the act, 
insofar as they would prevent each of the following persons from engaging in air 
transportation to the extent and in the manner specified in the attached order 
would be an undue burden on each of the persons by reason of the limited extent 
of, and the unusual circumstances affecting, its operations and is not in the 
public interest: 


Aero Finance Corp. Johnson Flying Service, Inc. 
Air Cargo Express, Inc. Los Angeles Air Service, Inc. 
Airline Trena ort Carriers, Inc. Meteor Air Transport, Inc. 
Air Services, Inc. Miami Airline, Inc. 

All American Airways, Inc. Modern Air Transport, Inc. 
American Air Export and Import Co. Overseas National Airways 
American Flyers Airline Corp. Paul Mantz Air Services 
Arctic-Pacific, Inc. Peninsular Air Transport 
Argonaut Airways Corp. Quaker City Airways, Inc. 
Arnold Air Service, Inc. Regina Cargo Airlines, Inc. 
Associated Air Transport, Inc. Royal Air Service 

Aviation Corporation of Seattle Monarch Air Service 

Blatz Airlines, Inc. Sourdough Air Transport 
California Air Charter, Inc. 8. S. W., Inc. 

Capitol Airways, Inc. Standard Airways 
Caribbean American Lines, Inc. Stewart Air Service 

Central Air Transport, Inc. Trans-Alaskan Airlines, Inc. 
Coastal Cargo Co., Inc. Trans-Caribbean Airways, Inc. 
Conner Air Lines, Inc. Transocean Air Lines 
Continental Charters, Inc. The Unit Export Co., Ine. 
Curry Air Transport, Ltd. U. 8. Aircoach 

Economy Airways, Inc. United States Overseas Airlines, Inc. 
General Airways, Inc. World Wide Airlines, Inc. 
Great Lakes Airlines, Inc. World Airways, Inc.™ 
Southern Air Transport 


4. The exemption to be granted to each of said carriers pursuant to paragraph 
3, above, shall be subject to the terms and limitations annexed to the attached 
order and shall terminate 60 days after the Board makes a final disposition of the 
application or applications of each such carrier in this proceeding: Provided, how- 
ever, That in the event a certificate of public convenience and necessity is issued 
to any supplemental air carrier the exemption granted herein to such carrier shall 
terminate on the date such certificate becomes effective. 

5. As to each carrier listed in paragraph 3, above, upon the effective date of 
the order attached hereto, the letter of registration or the exemption authoriza- 
tion to operate as an irregular transport carrier, as the case may be, shall auto- 
matically terminate. 

6. It is in the public interest to institute a formal proceeding to consider 
expanding the number of regularly certificated authorizations for air transporta- 
tion over any segment or group of segments whenever the volume of supplemental 
air carriers thereover exceeds 15 percent of the traffic of the regularly certificated 
carriers thereover for a period of 1 year, and such proceeding should be processed 
expeditiously and should be given priority of handling. 

An appropriate order will be entered. 


* Inasmuch as Seaboard & Western Airlines, Inc., an applicant in this proceeding, has since been awarded 


a certificate of public convenience and necessity, it may no longer be considered to be eligible for the enlarged 
authority contemplated by this opinion. However, our action herein will not interfere with the carrier’s 
exemption authority under Order No. E-9487, adopted Aug. 12,1955, authorizing certain operations under 


part 291 of the Economic Regulations, 
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Rizley, Chairman, Adams, Vice Chairman, and Lee, member of the Board, 
concurred in the above opinion. Gurney and Denny, members, filed the attached 
joint dissenting opinion. 

Gurney and Denny, members, dissenting: 

We generally agree with the finding of the majority that there is a public need 
for expanded air charter operations and that such service is supplemental to the 
presently certificated air transport system. However, we vigorously disagree 
with the majority’s action which authorizes the applicants herein to provide air 
transportation of individually ticketed persons and/or individual shipments of 
property (hereinafter referred to as “individual sale service’) to the extent of 10 
flights per month between any 2 points in each direction. Such an authorization 
contravenes both the letter and the spirit of the Civil Aeronautics Act and seri- 
ously threatens our basic air transportation System. In our view the decision is 
economically unsound, makes a mockery of regulated competition, is an open 
invitation to lawbreaking, and marks a radical departure from established prin- 
ciples of national transportation policy. In sum, we feel that the majority 
action falls little short of an irresponsible abandonment of the act which this 
Board is charged with administering. 

This proceeding was initiated by the Board over 4 years ago. It followed 
several years of relatively ineffective attempts to cope with the mushrooming 
problems associated with the development of the rsanant air carrier industry, and 
was envisioned by the Board as the means through which order would be brought 
from confusion, and the position of the irregular operators defined with certainty, 
their authority as supplemental carriers made legally sound, and that portion of 
the air transport system placed on a stable basis. The resultant hearing has been 
the most extensive in the Board’s history, and the record the most exhaustive. 
Every conceivable bit of evidence bearing upon the issues has been received, 
hundreds of pleadings have been filed, and the Board has heard days of oral 
argument. Now the case is finally before us for decision, and the result must be 
destined to go down in the lists of administrative proceedings as the most anti- 
climactic in history. For what the majority has done, in effect, is to temporize, 
to take the easy way out, and to adopt as a remedy for all the ills with which the 
Board and the industry have been plagued for the past 10 years a broadened 
extension of the same policies which have been in effect all along, the result of 
which is to perpetuate and intensify the problems for which this proceeding was 
supposed to provide a solution. 

he majority’s decision, as we understand it, will make it entirely legal for 
each independent carrier to advertise, sell, and operate a scheduled route-type 
service—in other words, each in effect is granted a certificate for a route between 
any two certificated points, but without meeting the requirements of section 401, 
or assuming the responsibility of a certificated operation. Since the 49 applicants 
herein are authorized to conduct 10 flights in each direction every month between 
any pair of points, the total impact of such authority is to grant potentially an 
additional 490 scheduled round-trip flights each month between all of the princi- 
pal points in the certificated route system. Thus, the carriers can collectively 
operate over 30 scheduled flights a day between Los Angeles and New York, or 
New York and Miami, or any other pair of points. The impact of such an author- 
ization on our basic air transportation system can be disastrous.” The principal 
difficulties with which the Board has had to contend in its attempts at regulation 
of the nonscheduled carriers have arisen from the conduct of, or attempts to 
conduct, route-type operations without a certificate. How, in the light of the 
facts of record and the issues developed in this proceeding, the majority could 
now determine to encourage the operation of such services and thus complicate 
and intensify the problems which have proven so difficult of solution in the past 
is beyond our comprehension. Both bureau counsel and the examiners found 
any authorization of such scope on its face inconsistent with the maintenance 
and protection of a basic scheduled air transportation system, and beyond the 
issues in this proceeding. 


% The majority see this as a baseless fear, because in the past there has not been a similar concentration 
of service over the most lucrative route segments. This is only partly true, but in any case, it overlooks 
the greatly enhanced ability to divert traffic from the certificated carriers which the supplemental! operators 
will have as a result of their ability to schedule, advertise, and sell regular route-type service, an authority 
which they have not heretofore possessed. Indeed, the majority states that relief from the regularity pro- 
vision alone “‘will strengthen these carriers immeasurably.”’ ‘o reap the benefits of this immeasurable 
strengthening, the carriers will inevitably concentrate their efforts on the hich-density. lucrative-route 
segments. To conclude otherwise is to attribute to these carriers a lack of business acumen which is not 
borne out by past experience. 
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The evidence in this proceeding will not ae any general finding that the 
traveling or shipping public requires the individual sales services of the applicants. 
The basic air system was created to, and does in fact provide, this essential type 
of service. However, the majority action establishes a new class of carriers to 
provide a directly competitive service which parallels and duplicates the basic 
service of our regularly certificated carriers. The applications for individual 
sale services herein propose the operation of aircoach and airfreight services 
over routes and between points where two or more certificated route-type carriers 
are already authorized to conduct an unlimited number of coach and cargo flights. 
Moreover, the evidence of record fails to disclose any real difference between the 
individual sale services of the applicants and the scheduled services of the presently 
certificated carriers. It is significant to note that to the extent that there was 
any amount of agreement between the applicants and certificated carriers, it was 
that the individual sale services of the applicants are similar, if not identical, 
to the presently certificated air service. 

Throughout the majority opinion it is somewhat disingenuously argued that 
the present action merely continues the authority held by the noncertificated 
carriers since the early days of the Civil Aeronautics Act, but on a “more simplified 
and definite basis,’’ and that the decision will do little more than “eliminate the 
present cumbersome method of determining whether a carrier is in violation of 
the regulation.’”’ The fact is, of course, that these carriers have never before 
been authorized or intended to operate competitive route-type services of the 
nature permitted herein, and suggestions to the effect that there is really nothing 
new involved in the present action simply avoid the issue. Over the past several 
years the Board has expressed its intent on this point many times,” in each 
instance consistent with the view stated as follows in Applications for Individual 
Exemptions, 11 C. A. B. 609, 616, (1950): 

“The conduct of route operations by the irregular carriers has also necessarily 
resulted in, or brought about, a diversion of such carriers from the purpose for 
which they were exempted and permitted by the Board to engage in air trans- 
portation. As the foregoing discussion shows, such carriers were established and 
permitted to operate for the primary purpose of satisfying the need for an irregular 
service which would supplement the services of the certificated carriers, and 
which would meet the variable and unpredictable requests for air transportation. 
They have yielded to the temptation to desert the field they were intended to 
serve and, on the contrary, have rendered service of the type which the regulation 
did not authorize, and which the Board is of the opinion should be authorized and 
permitted only after proof of public convenience and necessity, and a showing of 
willingness to assume the obligations incident to common-carrier operations 
under a certificate and after notice and hearing on the merits of the proposal.” 

The individual sale service of the applicants is altogether contrary to the 
concept of supplemental service. As noted above individual sale service is the 
basic type of service provided by certificated carriers over the certificated route 
system. This proceeding is limited to applications to provide service “‘in addition 
to and supplemental to” and “not a mere duplication of’’ the presently certificated 
service. In clarifying the scope of the investigation, the Board in Order No. 
E-—6336 specifically stated: 

“The Board finds that many of the applications request authority to engage in 
air transportation without regard to its additional and supplemental character. 
Our order of January 8, 1952, shows that the purpose of this proceeding is to 
consider the needs for services that are limited or controlled in such a manner as 
to assure that they will be additional and supplemental to the presently certificated 
service and not a mere duplication of such service * * *’ [Emphasis supplied.] 

As we have demonstrated, the majority action would superimpose upon the 
present air transport route sy stem a duplicating air service of over 30 potential 
daily scheduled flights on every route segment operated by United States carriers. 
It is not the number of new competitors that is important—it is the scope of 
authority given them that must be considered. The Board always has and must 
continue to look at the total impact of any individual sale service in determining 
whether such transportation would be supplemental. The examiners correctly 
found that ‘frequently scheduled, individually ticketed coach service could not 
by any stretch of the imagination be termed supplemental.” The conclusion is 


% Investigation of Nonscheduled Air Service, 6 C. A. B. 1049 (1086); Page Airways, Inc., Investigation, 
6 C. A. B, 1061 (1946); Trans-Marine Airlines, Investigation, 6 C. B. 1071 (1946); in the matter of the 
noncertificated operations of Trans Caribbean Air Cargo Lines, Inc., "ines ket 2593 (Mar, 14, 1947); Standard 
A. L., Non on Operations, 10 C. A. B. 486 (1949); Explanatory Statement issued in connection with 
revision of sec. 292.1, effective June 10, 1947, regulation serial No. 388; interpretation No. 1 to 292.1 
adopted December 10, 1948, regulations serial No. ER-136. 
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inescapable that the type of service authorized by the majority is not within the 
scope of this proceeding. 

Apart from the unsoundness of the action taken from a legal standpoint,” 
it cannot be fairly concluded that a limited individual sale service is economically 
sound, or that it is required by the public convenience and necessity. The 
majority action, to put it bluntly, is sheer economic nonsense. 

The decision is conspicuously silent as to the reasons why the public specifically 
needs 10 individual sale flights per month instead of some other number. No 
attempt is made to relate the 10 flights authorized to any public need or demand 
for service. Nor could there be, since the record clearly establishes that a 
numerical limitation on flights between points or geographical areas cannot be 
related in any manner to the extent of the public need for service. It is self- 
evident that there is no economic basis for limiting a grant of individual sale 
service authority in terms of frequency of flights. 

Individual sale service is a demand type of service. From past experience of 
both certificated and irregular carriers it is apparent that a carrier requires an 
authority that will permit it to expand its service on a particular segment or route 
as customers can be attracted. Any other type of authority, such as the majority's 
arbitrary 10-flight limitation, is economically unsound and will not be acceptable 
to either the public or the carrier. It is abundantly clear that the principal 
objective of many of the applicants is to get a foot in the door to engage in regular 
route type service to any point which they may desire to serve, and without being 
subject to the regulations and obligations imposed by the Board upon our presently 
certificated carriers. A number have agreed upon the record that an individual 
sale service limited in terms of frequency of flights is economically unsound. We 
can confidently expect a relentless campaign on the part of these carriers to have 
such restrictions removed. 

It is particularly indefensible to authorize additional carriers to duplicate the 
presently certificated service over particular route segments without relating the 
grant to the route involved. In this respect, the majority action is contrary to 
the intent of Congress. In writing the act, Congress intended that the issuance 
of a certificate be premised upon a finding that it was required by the public 
convenience and necessity. The need for additional carriers should be measured 
on a route basis, rather than by the number of carriers making up our national 
transportation system. It is only in the usual certificate proceeding that the 
Board can properly determine the public convenience and necessity for additional 
carriers on specific route segments. In route certificate proceedings the Board 
carefully analyzes particular segments with respect to present services, potential 
traffic, diversion, needs of the community, and other economic factors. In 
pending and future proceedings, the Board can authorize whatever new route 
services it finds justified on a regular certificated basis. We find no justification 
for the blanket individual sale service authorization granted herein. 

The majority attempt to rationalize their action on the theory that a supple- 
mental charter service, in itself, will not permit economic survival of the carrier 
applicant. Such a view is contrary to the evidence of record. The record clearly 
shows that the carriers who have concentrated on charter have been more success- 
ful financially than those who engage primarily in individual sale transportation. 
Moreover, such rationale is inconsistent with the theory that more experimenta- 
tion and development in the charter field can be expected from carriers not tied 
to the obligations of a scheduled route-type service. Ideally, the development of 
the charter market requires concentration of effort that can best be performed 
by specialists whose chief source of revenue is from independent promotion of 
charter service. It goes without saying that greater effort in the exercise of 
managerial ingenuity in this field may be expected from an independent operator 
whose continuation in the air transportation business will be dependent upon the 
successful development of charter traffic. Obviously, the broad authority granted 
by the majority will diminish the initiative on the part of the individual carriers 
to develop the maximum charter traffic. 

The legislative history of the Civil Aeronautics Act shows that one of the 
principal reasons for its enactment was the desire to prevent excessive competition, 
and resulting jeopardy to the financial stability and soundness of the air transport 


As we understand the majority action, decision has been deferred upon the question whether the ulti- 
mate operating authority is to be granted by means of some type of certificate, or by exemption. Accord- 
ingly, we do not at this time discuss the limitations of the Board’s legal power as it relates to the form of 
the license to be granted—whether under section 401, section 416, or otherwise. 
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system." To meet the situation, the act established a detailed regulatory plan 
which has as its foundation the principle of limited and controlled entry within 
the air transport industry to assure maintenance of sound economic conditions, 
capable of supporting on a stable basis an adequate level of essential service. 
There can be little doubt that the objective of the act is to facilitate competition 
and a guaranty that the Nation as a whole, large and small cities alike, will be 
reasonably provided with the benefits of air transportation. The majority’s 
action, which permits the applicants to skim the cream of available air traffic 
without shouldering responsibility for the less profitable phases of air trans- 
portation service, strikes at the economic heart of our air transport system. 

Congress intended that our basic airline industry should be regulated in its 
entirety; however, the majority has established a dual regulatory policy—an 
industry half regulated and half nonregulated. When an air carrier accepts a 
certificate, it assumes certain obligations and gives up certain privileges. But 
the majority’s action subjects such carriers to competition from a class of carriers 
who have privileges but no obligations. They can select their own routes, abandon 
or invade any market, defer a departure or cancel a trip whenever they wish, and 
otherwise operate with unprecedented freedom in a public utility industry—and 
they are not required to perform any service. [If all airlines were free to abandon 
service to smaller cities and to concentrate on whatever markets appeared to be 
profitable, our present air transport system would soon disappear. But if the 
applicants are to be authorized to fly where and when they please, certificated 
carriers should not be required, or expected, to forgo the same privilege. In 
order to have air service over a nationwide network of routes, including many 
segments where traffic is thin and subject to wide fluctuations, the public interest 
requires that air carriers providing like services and competing directly for the 
same traffic must be governed by the same rules and regulations. 

The majority action likewise opens fresh avenues for evasions of the law and 
further complicates the Board’s problems of law enforcement. As indicated 
above, past experience atid the record herein clearly establish the fact that any 
regulation which provides an artificial restriction upon the number of flights is 
basically unsound. Economic pressure to provide more flights than authorized 
will always be difficult to resist. There will be a tremendous temptation on the 
part of the carriers either independently, through pooling, or by combining their 
services, to hold out to the public and operate more than 10 authorized flights. 
Moreover, the enforcement problem will be further aggravated since the appli- 
cants will be permitted an unlimited number of charter flights between the same 
points where the carrier is limited to 10 individual sale flights. Obviously, it is 
going to be difficult, if not impossible, to separate charter and individual sale 
flights. It seems clear that the resulting situation is going to make effective 
regulation most difficult, if not impossible. And without effective regulation, 
conditions in the industry can approach those existing prior to the enactment of 
the Civil Aeronautics Act, which that legislation was intended by Congress to 
cure. 

One further comment; within recent weeks the Board has decided a number of 
major route cases.” Certain others are pending before us, and will be decided 
in the near future.’ As a result of actions already taken and still to come, it 
appears certain that a very substantial expansion of our basic domestic route 
‘ system is underway, and that highly intensified competition between the certifi- 
cated carriers over many of the major route segments will be the result. The 
decision herein takes no account of this development, nor of the changed situation 
with which we are thereby concerned. We feel that it is particularly shortsighted 
to proceed with the authorization of still more duplicating route-type service 
over these same routes at this time, before there has been any opportunity to 
assess the effect of the major changes in the competitive situations of most of 
our certificated carriers presently in process. Even from the standpoint of the 
expansionist view of the majority, we would have thought that a prudent concern 
for the welfare of our basic air transport economy would at the most, have dictated 
only a maintenance of the status quo for a further period of time, with a decision 


% As stated by Congressman Lea during the debate on H. R. 9738, “Part of the proposal here is that the 
regulatcry bedy created by the bill will have authority to issue certificates of convenience and necessit 
to operaters. This will give assurance cf security of route. The authority will also exercise rate c»ntrol, 
requiring that rates be reasenable and giving power to protect against cutthroat competition. In my ere 
ment, those 2 things are the fundamental and essential needs of aviation ot this time, security and stability in the 
route and protection against cutthroat competition” (83 Ccng. Rec. 6407). [Emphasis added.]} 

*® New York-Chicago Service case, Order No. E-9539, Sept. 1, 1955; Denver Service case, Order No. E-9735, 
Nov. 14, 1955. 

10 Additional Southwest-Northeast Service case, Docket No. 2355, et al.; New York-Flordia Proceeding, 
Docket No. 3051, et al.; Air Freight Renewal case, Docket No. 4770, et al.; etc, 
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as to the quantity and character of the expanded service awaiting at least a 
limited amount of experience with the greatly intensified operations to be con- 
ducted over most of the denser route segments in the near future.' 

The Board had a golden opportunity in this proceeding to end a sorry chapter 
in air transportation and to guide the future operations of the applicants into a 
truly “supplemental” service—charter operations. In our judgment, the majority 
have utterly failed to move toward the real objective which motivated this pro- 
ceeding, that of preserving a sound air transportation system and of bringing to 
the public the maximum of service at the lowest possible cost from the standpoint 
of both fares and Government financial assistance, under the highest standards 
attainable. To the contrary, the decision abandons the basic principles of the 
Civil Aeronautics Act and returns the regulation of air transportation to the law 
of the jungle. 

{S} Cuan Gurney. 
{8S} Harmar D. Denny. 


E. ACTA-IMATA COMMERCIAL CHARTER EXCHANGE INVESTIGATION 


(DOCKET 6580), NOVEMBER 15, 1955 
E-9745 
Served: November 15. 1955 


Unitep States or America Crvit ArrRonavutics Boarp 
WASHINGTON, D. C. 
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ACTA-IMATA CommeErcIAL CHARTER EXCHANGE INVESTIGATION 


Decided November 15, 1955 


Agreements among members of Aircoach Transport Association (ACTA) and 
among members of Independent Military Air Transport Association (IMATA) 
providing for the establishment by each association of an exchange to solicit the 
general public on behalf of its members to obtain contracts for charter flights, 
temporarily approved under section 412 of the act, subject to specified condi- 
tions, where record showed proposed exchanges are in the public interest in that 
their operation would be likely materially to enhance the ability of the partici- 
pating air carriers to provide more efficient and economical charter service. 

Three-year experimental period prescribed for proposed charter exchanges, where 
novelty and potential importance of exchanges call for caution in granting ap- 
proval until Board has had adequate opportunity to observe effects of exchanges 
in developing the charter market and as a new factor in the air transportation 
industry. 

Exchange operations limited to domestic charters in view of record indicating 
ample field for development of such traffic during experimental period and 
paucity of convincing evidence as to utility of exchanges in connection with 
overseas and foreign charters. 

Proposed redefinition of charters to include services performed under fractional 
planeload contracts rejected as a signal departure from accepted practices in 
air transportation which might jeopardize the success of the air exchange 
experiment. 

Limitations on the flight frequency of exchange operations made a condition of 
approval for a period of at least 1 year as a precautionary measure, with special 
provision for occasional movements of groups or shipments requiring capacity 
of two or more aircraft as a single flight within the meaning of the frequency 
limitations. 

Proposed exchanges are more likely to stimulate than to retard competition, by 
exposing prospective charterers to more vigorous solicitation, a wider choice of 


1 We note the rather novel argument of the majority to the effect that intensified competition between 
the certificated carriers in certain areas is in itself somehow an additional reason supporting the authori- 
zation of still more duplicating service by the noncertificated carriers over the same routes. We must 
confess that we can make nothing of this theory, since it would seem to say that the more carriers over 
a given route, the greater latitude to add others, an obviously absurd conclusion. But in any case, con- 
sideration of the impact of the route-type authorization granted herein upon the certificated services on a 
particular segment must take into account the fact that the two classes of carriers will be operating under 
two different sets of rules, with only the certificated carriers having any Board-imposed service obligations 
oe It seems to us that in such a situation the advantage is all with the exempt carriers, rather than 
otherwise. 
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services, and lower prices, and by developing potential charter market to point 
of greater attractiveness to air carriers, but approval conditioned on exchanges 
remaining open to participation of other air carriers in order to prevent possible 
serious competitive injury to small air carriers lacking other effective means 
for soliciting needed charter traffic. 

Restriction of proposed exchanges to referral-type operations is not warranted, in 
view of success of ACTA and IMATA in operating agency-type exchanges for 
military charter flights, greater speed and convenience for prospective charterers 
in obtaining benefits of negotiations with numerous carriers scattered through- 
out the Nation by dealing with a single entity, and greater utility of exchanges as 
proposed herein in soliciting traffic and in furthering efficient, economical 
service. 

Proposed exchanges do not require approval under section 408 of the act, where 
exchanges will serve their air carrier members as agents on a commission basis, 
and where despite performance by exchanges of certain planning as well as 
sales functions for the participating air carriers, the latter relinquish to the 
exchanges neither ownership and operation nor ultimate management and con- 
trol of their aircraft or other property. 

Certificated property-only carriers excluded from exchange operations, in view of 
fact such carriers are well able themselves to solicit and serve charter traffic, 
that record does not show that the exchanges will not have available from their 
remaining participants ample services for as much charter traffic as is likely to 
be generated during the experimental period, and that certificated property-only 
carriers as independent sourzes of cargo charter services will constitute an 
added yardstick to evaluate exchange operations. 

Where substance of agreements being approved is contained in the record but 
where numerous principal features of such proposals are not set forth in the 
texts of the formal agreements originally filed, parties to each agreement are 
required to submit a definitive memorandum of agreement based upon their 
proposals of record, before Board approval will be allowed to become effective. 

APPEARANCES: 

Same as shown in initial decision and in addition: 
Hardy K. Maclay for North American Airlines. 
. a E. Ginsburg for Great Lakes Airlines, Inc., and Currey Air Transport, 
itd. 
Douglas M. Amann on behalf of Seaboard & Western Airlines, Inc. 
Henry I. Stimson for American Society of Travel Agents, Inc. 


OPINION 
By tHe Boarp: 


This proceediag is an investigation ordered ? by the Board to determine whether 
two agreements, one among the air carrier members of the Air Coach Transport 
Association (ACTA) and the other among the air carrier members of the Inde- 
pendent Military Air Transport Association (IMATA), should be approved under 
section 412 of the act. The agreements in general contemplate the operation by 
each association of a clearing house or exchange to solicit the public on behalf of 
the members to enter into contracts for charter flights.‘ Both ACTA and IMATA 
have for some years operated similar exchanges for their members to facilitate 
the provision of charter air services for the several departments of the military 
establishment. Under the agreements before us herein, the functions of these 
anery charter traffic exchanges would be broadened to serve the public at 

rge. 

A public hearing in this proceeding was held before Examiner Paul N. Pfeiffer 
who thereafter issued his initial decision. In it he found that operation of both 
of the proposed exchanges should be approved for 3 years, but subject to certain 
conditions. These conditions would inter alia, have the following effects: (a) 
Exchange operations would not be allowed in overseas or foreign air transportation 
of passengers; (b) the ACTA exchange would be permitted to arrange less-than- 
planeload charters for passengers or cargo; (c) there would be excluded from the 


2 Orders Nos. E-7347 of May 1, 1953, and E-8159 of March 9, 1954. 

3 Sec. 412 provides that the Beard shall approve agreements among air carriers filed pursuant thereto if 
the Board des not find such agreements to be adverse to the public interest or in violation of the act. The 
agreements involved herein are in the form of corporate res»lutions filed as C. A. B. Agreement No. 7594 
(ACTA) and C. A. B. Agreement Nos. 4838-A8 and 6943 (IMAT A, two resolutions), the texts of which 
are set f rth in the appendix attached hereto. 

4 Among the mest impertant features of the agreements is that each exchange, in offering the services of 
its members t» petential charterers, would have in hand advance commitments from its members that they 
will keep available specified aircraft for the performance of such charter services as the exchange may sell on 
their behalf as described in greater detail in the attached appendix. 
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proposed exchanges carriers holding certificates of public convenience and neces- 
sity, or presently named as repondents in proceedings for revocation of their air 
carrier authorizations; (d) each exchange would be limited to arranging passenger 
flights between any pair of points at a frequency of up to one such flight a day 
using DC~—4 or larger equipment or two or three a day in specified twin-engined 
aircraft, with the same frequency allowed additionally for cargo charter flights; 
and (e) chartering of aircraft or payment of commissions to ticket agents or tour 
conductors would be prohibited. 

Exceptions to the initial decision and briefs to the Board have been filed by 
various parties.’ The Board has heard oral argument, and the case now stands 
submitted for decision. 

Upon consideration of the record, we agree with and adopt as our own, except 
as modified herein, the findings, conclusions, and recommendations of the exam- 
iner in his initial decision, which is attached hereto as an appendix.* 

As the examiner recognized, the proposed exchanges represent a novel and poten- 
tially important development in air transportation. Their activation promises to 
benefit the traveling and shipping public as well as the member carriers, through 
more effective marketing and more efficient and economical operation of charter 
air services. The sapeid indicates that approval of the agreements should ma- 
terially assist in tapping the potential of the charter market, which is sizable and 
is to a large extent still untapped. However, since the proposed exchanges are 
an innovation in the commercial air charter field and are likely to prove a signifi- 
cant factor in the national air transportation system, approval should be granted 
with circumspection. We therefore agree with the examiner that approval of the 
exchanges should be limited to an initial 3-year experimental period, and that the 
exchanges should be limited in the scope of their operations during the experi- 
mental period to the frequencies recommended by the examiner. However, we 
would also confine the exchanges to operations in the territorial United States, and 
to planeload charters only. These limitations will temper the promotional effect 
of approval with an appropriate measure of caution. We believe these limitations 
will serve the public interest by rendering the experiment a better controlled one 
until the Board has had an adequate opportunity to appraise the work of the ex- 
changes in its effect upon the public, the exchanges’ members, and other air 
carriers. 

A limitation upon exchange operations to domestic charters will leave an ample 
field for the exchanges to demonstrate their ability to develop potential charter 
traffic during the experimental period. The bulk of the market for charter services 
shown in the record is domestic rather than overseas and foreign. Moreover, the 
evidence is not persuasive as to the utility of the exchanges in facilitating the sale 
and performance of overseas and foreign charters. In addition, the projection of 
an experimental operation beyond the continental limits of the United States be- 
fore a backlog of experience has been developed in the domestic arena would appear 
unwise in the light of the special considerations that normally pertain to overseas 
and foreign operations. 

The limitation of exchange operations to plane-load charters will involve a 
restriction on the exchanges only in the sense that it prevents the launching of a 
second experiment—the redefinition of charters in air transportation to include 
fractional plane-load contracts. We recently rejected a recommendation in Docket 
No. 5132‘ that supplemental air carries be authorized individually to operate 
less-than-plane-load charters. As we there recognized, such charters would be a 
signal departure from existing practices and accepted concepts in air transporta- 
tion. Although the type of fractional charters proposed by ACTA herein differs 
in some respects from what we refused to countenance for supplemental air carriers 
individually,’ we must also reject fractional charters on the record now before us. 


¢ Exceptions have been filed by Capital Airlines, Inc., National Airlines, Inc., Northwest Airlines, Inc., 
American Airlines, Inc., Eastern Air Lines, Inc., United Air Lines, Inc., Delta Air Lines, Inc., Pan Ameri- 
can Werld Airways, Inc., Trans World Airlines, Inc., ACTA, Great Lakes Airlines, Inc., and Currey Air 
Transport Limited jointly, Aero Finance Corp., Peninsular Air Transp rt, North American Airlines, Ine., 
jeintly with Trans American Airways, Inc., Trans National Airlines, Inc., and Hemisphere Air Transport, 
IMATA, Aerovias Sud Americana, [nc., jointly with The Flying Tiger Line, Inc., and Slick Airways, Inc., 
Seaboard & Western Airlines, Inc., 106 common carrier railroads filing jointly, and counsel for the Board’s 
Bureau of Air Operations. 

Briefs to the Beard have been filed by all of the foregoing except Capital, National, Northwest, Eastern, 
Great Lakes, Currey, Aerovias, Tigers, Slick, and Seaboard & Western. Letters in lieu of briefs have been 
filed by Capital, Nerthwest, and Eastern. 

6 We do not find it necessary to pass upon the propriety of sueh reliance as the initial decision may have 
placed upon the excerpts from legislative reports and public addresses in footnotes 41 and 42 of the initial 
decision, since the determinations reached herein do not rest upon those materials. 

7 Large Irregular Air Carrier Investigation, Order No. E-9744, adopted November 15, 1955. 

§ The less-than-planeload charters pro 1 in Docket No. 5132 would have applied to passengers only and 
would have included only charters for at least half the plane’s capacity. In addition, the remaining capacity 
of the aircraft could have been filled with individually ticketed passengers, although the flight would 
thereby become chargeable against the carrier's allowable frequency for such service. 
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Approval herein of such charters, coming at the inception of exchange operations, 
would tend to entice the exchanges into soliciting and their members into carrying 
traffic of only a nominally chartered character. Such a development could not 
only involve serious enforcement problems, but might jeopardize the success of 
the air exchange experiment istself. If fractional charter traffic of doubtful bona 
fides were to prove attractive to solicit, there would be a natural economic tendency 
for the exchanges to accord only limited attention to the development of the 
plane-load chirter potential shown in the record. This potential appears im- 
portant enough to warrant vigorous efforts to serve it more efficiently. These 
considerations in our judgment clearly outweigh the benefits ascribed to fractional 
charters by the examiner. Approval of the exchange agreements should therefore 
be conditioned upon observance of the accepted meaning of charter service in air 
transportation as involving plane-load contracts. 

In regard to the frequency limitations to be imposed experimentally during the 
first year of exchange operations,’ it is possible that such limitations will present 
obstacles to the sale of charter services by the exchanges for the occasional move- 
ment of large groups or shipments within the frequencies prescribed. We will 
therefore provide that additional flight units, referred to by the examiner as extra 
sections, may be operated without being counted as additional flights within the 
frequency limitations. However, in order to prevent possible use of additional 
flight units as a device for exceeding frequency limitations, we will provide that 
these units may be operated as such only where the charterer has a bona fide use 
for more capacity than that of the largest aircraft being chartered, where the addi- 
tional flight unit is chartered by the same contract as the aircraft to be supple- 
mented,!® and where the charter movement is performed by all units in a unified 
manner, with all departures in the same direction occurring within the same cal- 
endar day. In addition, the number of additional flight units of each type of 
aircraft may not exceed in any month 10 percent of the maximum number of 
flights of such type of aircraft permitted to the exchange during that period under 
the foregoing frequency limitations. 

Bureau counsel has contended that approval of the proposed exchanges would 
run counter to the policies of the antitrust laws. We must reject this contention. 
Exchange operations promise to expose prospective charterers to more vigorous 
solicitation and a larger choice of available services at lower prices than is now the 
case. As among air carriers, the exchanges should make a major contribution to 
the development of the charter market to the point where its size and attractive- 
ness serve better to stimulate competition among those serving it. However, we 
recognize the danger that exclusion from the benefits of exchange facilities could 
inflict serious competitive injury on smaller air carriers to whom charter traffic 
may be important and who lack any other comparably effective means for its 
solicitation. Accordingly, we shall require as a condition of our approval that 
each exchange remain open for membership and participation on equal terms by 
air carriers of the same classes ' as may at the time be represented among its 
members and participants. 

United contends that the proposed exchanges require approval under section 
408 of the act. The simple answer to this contention is that the exchanges, as 
described in the record and under the terms approved herein, will serve as agents 
for their members on a commission basis and will not own, manage, operate, or 
control the members, their properties, or any part thereof within the meaning of 
section 408. Aircraft will be committed to the exchanges by the members subject 
to the right of the members to withdraw such aircraft at any time on relatively 
short notice without penalty. Even while so committed, or while actually per- 
forming an exchange-procured charter, the aircraft and its operation remain that 
of the member carrier, the aircrew remain its employees answerable to its instruc- 
tions, the fueling and maintenance remain its responsibilities and expense, and it 
retains the paramount right to immediate possession. The exchanges will not in 
fact or in effect be lessees of the aircraft of their members. While the exchanges 
as proposed will necessarily perform certain planning as well as sales functions on 
behalf of each member, these functions are limited not only to particular aircraft 
at particular times but also are limited to a particular use, charter service, and the 


* Frequency limitations will not constitute an authorization to the exchanges to conduct flights within 
the frequencies specified, as the initial decision might seem to indicate, for the exchanges will function as 
agents of air carriers and not as air carriers themselves. Rather, like the limitations previously discussed, 
the frequency limits will be a condition upon approval of the exchanges agreements. 

10 Tf an additional unit is operated by an exchange member other than the member which operates the air- 
— betes supplemented, two simultaneously entered contracts each referencing the.other may be 
employed. 

it For purposes of this condition, supplemental air carriers comprise a single class. 
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member will not be deprived of the ultimate management and control of any of its 
property. We are satisfied that the question of 408 approval raised by United is 
without substance. 

The examiner recommended the exclusion from participation in exchange oper- 
ations of four certificated property-only carriers, all members of 1M ATA—Slick, 
Flying Tiger, Seaboard & Western, and Aerovias Sud Americana. He based this 
recommendation on the grounds that the certificated property carriers, unlike the 
relatively smal) noncertificated carriers who are individually unable to solicit char- 
ter traffic nationally, do not require the services of the exchanges in order to tap 
the commercia) charter market, as they have sizable sales organizations of their 
own, and that participation of certificated property carriers in exchange operations 
would tend to induce them to divert resources which they would otherwise devote 
to their primary public service obligation, scheduled route services for shippers. 
Exceptions have been filed by the four carriers involved. These carriers contend 
that their participation in exchange operations would confer upon the public the 
same benefits of more economical and efficient charter service as any other partici- 
pant, and that the question of the proper. balance between their scheduled and 
charter services is not in issue. We have weighed these contentions but adhere 
to the result reached by the examiner. 

While there is no issue herein of restricting the charter operations of the certifi- 
cated property carriers, no such action is being taken, and these carriers will con- 
tinue to enjoy the same charter rights as they now have, although such rights 
will not be exercisable, any more than at present, through the medium of an ex- 
change. As to the benefits which these carriers’ charter services could confer on 
the public if provided through an exchange, there is little doubt that the exchanges 
can marshall ample services operated by their noncertificated participants to satisfy 
the needs of the charter traffic likely to be generated by the exchanges for some 
time. Moreover, the maintenance of the certificated property carriers as inde- 
pendent sources of cargo charter services will provide an added yardstick to evalu- 
ate the performance of the exchanges. Accordingly, we conclude that the certifi- 
cated carriers should not participate in the proposed exchange operations at this 
time. 

The question has been raised whether the public would be injured if an exchange, 
after entering into a charter contract with a charterer on behalf of a member 
carrier, were to effect a substitution of another member carrier to perform the 
charter, or the return portion of a round-trip charter. The anticipated difficulties 
would allegedly flow from differences in the equipment, financial condition, or 
operating history of the members, or of the preference of the charterer for the 
particular carrier originally selected. It is aa that in some cases, especially 
where the charter contract is entered into well in advance of its performance, such 
substitutions are contemplated by the exchanges as a means of reducing ferry 
mileage where intervening operations have placed the equipment of the carrier 
originally involved at a more distant location than the available equipment of 
another member carrier. In such cases substitutions, by contributing to the 
efficiency and economy with which charter services can be rendered, represent a 
potential benefit to the chartering public. However, those who charter through 
the exchanges must be adequately protected if they are to be liable to such sub- 
stitutions. Each charterer should be clearly apprised at the time of entering the 
charter contract of the existence and extent of any such power in the exchange, 
and the rights of the charterer should be defined at that time as regards entitlement 
to notice by the exchange of a substitution effected or proposed, demand by the 
charterer for performance by the original carrier, or withdrawal by the charterer 
from the entire contract without penalty. It is not clear how adequately the 
chartering public would be protected along the lines just indicated under the 
agreements before us herein. When these agreements are submitted in definitive 
form as hereinafter prescribed, we will be able to determine whether the proposed 
exchanges will adequately protect the chartering public in the matter of sub- 
stitution of member carriers. 

The examiner recommended the temporary exclusion from exchange operations 
of eight noncertificated air carriers, all members of ACTA, azainst whom there 
are currently pending proceedings for the revocation of their authority to enzage 
in air transportation. The proceedings involving four of these carriers have not 
yet reached the Board. In the cases of the remaining four, the charges in the 
proceedings have been adjudicated by the Board adversely to the respondents, 
but revocation has been stayed pending judicial review.'"2 None of the eizht 


1 Hemisphere Air Seaerte Trans-American Airways, Trans-National Airlines, and Twentieth 


Century Airlines. See North American Enforcement Proceeding, Order No. F-9360, adopted July 1, 1955. 
The revocation portions of this order were stayed pending judicial review by Order No, E-0448, adopted 
July 29, 1955. 
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would be allowed to participate in exchange operations under the examiner’s 
recommendation until such time as its revocation proceeding is finally determined. 
The examiner based this recommendation on the ground that the opportunity of 
these carriers to violate the act and the Board’s regulations should not be en- 
larged until doubts concerning their fitness are resolved. The carriers involved 
have excepted and contend that, despite the examiner’s declaration that his 
recommendation does not amount to a presumption of guilt in the revocation 
proceedings, the carriers involved are in fact being punished prior to trial and 
final decision. It is also urged that, by analogy to the practice of other agencies 
and the Board’s past decisions, even substantial violations often do not warrant 
denial of an air carrier’s application for operating authority. 

We have decided that the imposition of a condition excluding the eight carriers 
in question from exchange participation is neither necessary nor desirable. 
Although we recognize that such exclusions are calculated to serve as a form of 
protection for the exchanges from possible influence by illegal carrier activity 
during their initial stages, we believe that we have retained ample controls over 
exchange operations through the other conditions attached to our approval of the 
exchange agreements. Furthermore, the mere pendency of a proceeding to 
investigate and determine whether a carrier has committed violations calling for 
revocation of its operating authority does not necessarily mean that the carrier’s 
participation in an exchange would present a material danger to its success as a 
legitimate and worthwhile element of the air transportation system. Moreover, 
any such danger would be present only temporarily, until the Board could pass 
upon the question of viclations in the enforcement proceedings. Accordingly, no 
exclusionary condition will be imposed. 

The foregoing discussion is not fully applicable to the four carriers who are part 
of the so-called North American combine. Those carriers are not merely involved 
in a pending investigation, but have already been found by the Board to have 
committed flagrant violations calling for revocation of their operating authority.“ 
Moreover, these four carriers (unlike the remainder of the noncertificated carriers 
who propose to participate in the exchanges) were not granted additional exemp- 
tion authority in Docket No. 5132 for unlimited charter operations. Therefore, 
pending judicial review of their revocation proceedings, these four carriers merely 
hold the same operating authority as they held before our decision in Docket 
No. 5132, and such authority, under the terms of section 291.26 (b) of the Board’s 
economic regulations, is not broad enough to permit them to participate in the 
proposed exchanges. In view of our findings calling for revocation of the operat- 
ing authority of these carriers, we are unwilling to expand their operating author- 
ity in any way at this time. 

It is apparent that the texts of the agreements before us herein, as filed with 
the Board by ACTA and IMATA under section 412 and set forth in full in the 
initial decision,'* do not disclose even generally many of the major features of the 
exchange proposals with which this oe is concerned. Thus, these texts 
do not themselves define the terms of the commitments of equipment and do not 
reveal the contracting procedures which form vital aspects of the relationship 
between the members and the exchange as their joint or common agent. Again, 
there is little indication in these texts themselves as to what dealings with the 
public at large and with particular charterers the exchanges are authorized to 
conduct, or what basic operating policies, procedures, or requirements are to 
guide the exchanges in such dealings. These matters have been covered in the 
evidence and arguments in this proceeding. However, to avoid any difficulties 
or uncertainties as to what we are approving," we will provide that our approval 
shall not become effective until after the submission to and approval by the Board 
of a definitive memorandum of agreement among the members of each association, 
outlining in detail the principal aspects of the exchanges and their operations as 
Taainaged herein. This memorandum should clearly and specifically set forth 
what kind of authority the exchange will receive from its members, and what the 
rights, powers, privileges, duties, and liabilities of the exchange will be vis-a-vis 
its members and vis-a-vis the chartering public. Among the matters to be cove red 
in addition to the commitments of equipment, contracting procedures, and oper at- 
ing policies referred to above, are tariffs, deposits, commissions, claims handling, 
selection and substitution of member carriers and equipment, and penalties or 


18 See footnote 10, supra. 

4 Mimeographed, pp. 2-4. 

8 Thus, as noted in United's brief to the Board, testimony on behalfof IMATA indicates that the IMATA 
exchange would bind itself to the charterer to provide the agreed transportation, despite the fact that the 
IMATA resolutions clearly cast the exchange in the role of agent or representative of its members. 
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sanctions for breaches. These matters must be dealt with by the memorandum 
within the framework of the exchange proposals as contained in the record and 
in accordance with the Board’s aaarel thereof. 

We need not pass upon the examiner’s statements concerning the indicia 
and enforceability of bona fide charters * and the exceptions relating thereto. 
The tests and definitions applicable to charters are those which are requirements 
upon the air carrier that performs the particular charter, whether or not the 
charter is arranged through an exchange. Departures from these requirements in 
connection with exchange operations will be subject to enforcement in the same 
manner as if the carrier were not a participant in the exchange. In addition, 
compliance with such requirements is a condition of the approvals granted herein. 

We have considered the remaining exceptions and the contentions in support 
thereof and find that, except as indicated herein,'’ they should not alter our 
decision. 

Accordingly, in view of the foregoing and upon consideration of the entire re- 
cord, we find: 

1. That except as indicated below, approval under section 412 of the act of 
agreement No. CAB 7594 '8 among air carrier members of the Aircoach Transport 
Association, Inc., and agreements Nos. CAB 4838-A8 and CAB 6943 among air 
carrier members of the Independent Military Air Transport Association for a 
period of 3 years is not adverse to the public interest or in violation of the act; 

2. That the approval referred to above should in the public interest be made 
subject to the following conditions: 

(a) That the operations conducted under the approval granted herein do 
not involve overseas or foreign air transportation; 

(6) That such operations consist only of charter trips on which the entire 
capacity of one or more aircraft is engaged by a person or persons with whom 
the air carrier performing the trip is authorized to undertake to provide such 
services; 

(c) That such operations do not include charters to ticket or travel agents 
or tour conductors and that no commissions be paid in connection with such 
operations to ticket or travel agents or tour conductors; 

(d) That such operations be conducted at flight frequencies not in excess 
of those set forth in the margin " for a period of at least 1 year and thereafter 
until otherwise ordered by the Board; 

(e) That such operations be confined to air transportation performed by 
air carriers other than those holding a certificate of public convenience and 
necessity ; 

(f) That each exchange file all charter contracts performed, with a report 
containing the name of the carrier, a full description of the chartering person 
or persons, the origin and destination of the flight, the number and types 
of planes used, the dates and times of departure and arrival for each plane 
used, the number of persons or tons of cargo carried, the rates and amounts 
charged, and the total freight ton-miles and revenue passenger-miles per 
pair of points; 


6 See discussion under heading ‘‘Bona Fide Charters,’’ initial decision mimeographed, pp. 92-95. 

1? In addition to the departures from the initial decision indicated in the text, we do not adopt the follow- 
ing portions thereof: (a) The word “‘solely”’ in the first complete sentence on p. 71; (6) the last sentence on 
p. 71; (c) footnote 55 and the accompanying text statement, together with the equivalent statements on 
Pp. 115 discussing the question whether action on the agreements herein constitutes a license; (d) the first 
sentence on p. 83, insofar as it appears to characterize all charter operations as volume-discount, cutrate 
transportation; (e) the heading and phraseology on p. 60 insofar as they indicate the railroad intervenors 
herein participated as an “‘association’’; and (f) the statement in footnote 38 that Northwest operates no 
all-cargo equipment. (Page reference are to mimeographed pages.) 

18 This agreement was filed subsequent to the issuance of Order No, E-7347 of May 1, 1953, but prior to the 
issuance of Order E-8159 of March 9, 1954. Cf. initial decision mimeographed, pp. 2-4. 

1® Maximum permissible daily frequency with respect to each exchange for charter service between an 
pair of points in the United States conducted under the approval granted herein is 1 DC-4 or larger aircraft 
passenger charter flight or 2C-46, Martin 202 or 404, Convair 240 or 340, or DC-3, or 3 DC-3 passenger charter 
flights in each direction and 1 DC-~4 or larger aircraft all-cargo charter flight or 2 C-46 or DC-3, or 3 DC-3 
all-cargo charter flights in each direction. Unused daily frequencies are not accumulable. 

For the purpose of permitting the accommodation of occasional movements of large groups or shipments 
by operation of additional flight units without being counted acainst the maximum daily frequency for each 
exchange, a single charter flight of the largest aircraft involved Will be deemed to have occurred where two 
or more aircraft are chartered through an exchange (a) by the same charterer having a bona fide use for the 
capacities of said aircraft; (6) by the same contract (or in the event such aircraft are operated by different 
members of the exchange, by simultaneously entered contracts referencing each other); and (c) all sueh air- 
craft move substantially together, with all departures in the same direction occurring within the same 
calendar day. In addition, the number of such additional flight units of each type of aircraft will be limited 
in any month to 10 percent of the maximum number of flights of such type of aircraft permitted to the 
exchange during that period under the foregoing frequency limitations. 
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(g) That membership and participation in each exchange shall remain 
open on equal terms to air carriers of the same classes as may be represented 
among its members and participants. 

3. That the effective period of the approvals granted herein should commence 
with respect to each exchange upon submission to and approval by the Board of 
a definitive memorandum of the agreement among the members of the assoviation 
involved, outlining in detail the principal aspects of the exchanges and their 
activities as proposed herein. 

4. That the effectiveness of the approvals granted herein should continue with 
respect to either exchange beyond the 3-year period specified above during the 
pendency of any petition which may be filed at least 90 days prior to the expira- 
tion of such period by the air carrier participants in such exchange seeking con- 
tinuation of such approval. 

An appropriate order will be entered. 


Rizley, Chairman; Adams, Vice Chairman; and Lee, member of the Board, 
concurred in the above opinion. Gurney and Denny, members, filed the attached 
joint concurring and dissenting opinion. 


Gurney and Denny, members, concurring and dissenting: 


We concur in the finding of the majority that there is a public need for a central 
facility for bringing together sellers and buyers; viz, air carriers and prospective 
charterers. Exchanges are an accepted part of our business economy. However, 
we disagree with the method approved herein by the majority for accomplishing 
this purpose.” Under the guise of an “air exchange,’”’ the majority’s action will 
create a combine of seller air carriers into two super air carriers, ACTA and 
IMATA, which inevitably will acquire a virtual monopoly of the charter market. 
The two associations in dominating the charter market will deprive the members 
of the shipping and traveling public of their normal bargaining rights. In our 
opinion, the public interest requires a true air exchange which will keep the 
trading forum independerit and impartial by a system of competitive bidding. 

The majority fail to grasp the significance of the operational characteristics of 
the applicants’ proposals. The majority action approves of the procurement by 
the associations of commercial charter traffic through the machinery and proce- 
dures now used for military commercial air movements (CAM’s). The existing 
CAM machinery is set up on the basis of pooled procurement and apportionment 
of military business among members of the associations. There is no competitive 
bidding between the members of the associations for the military business. 
The system of CAM procurement was initiated at the request of and to suit the 
needs of a single customer, the military services. The military appears to prefer 
pooled procurement, and is able to protect itself against its disadvantages because, 
as a large and potent buyer, it is able to select effectively from the quotations 
made by a number of sellers, including the railroads, certificated air carriers, 
ACTA and I MATA. For these reasons, the CAM machinery for military purposes 
does not produce any significant adverse effect upon the public interest. 

However, application of the CAM machinery to civilian charters will result in 
a real danger to the public interest. On the one hand, the shipping and traveling 
public will be deprived of the advantages of competitive bidding and free selec- 
tion of the carrier offering the best service at the lowest price. On the other hand, 
the noncompetitive selection of a carrier by the associations will diminish the 
initiative which is required on the part of the independent carrier promoting 
charter service. In view of the Board’s decision in the Large Irregular Air Carrier 
Investigation, Order No. E-9744, supplemental air carriers will constitute the 
dominant segment of the charter industry, and the resultant diminished compe- 
tition amongst these carriers poses a serious threat to the welfare of many potential 
buyers of charter service. 

The only sure means of protecting both seller air carriers and prospective 
charterers is through the creation of a true air exchange or clearinghouse. This 
clearinghouse, like the New York Stock Exchange, would bring the interests of 
buyers and seller air carriers together under free bargaining and untrammeled 
competition. Also, such a clearinghouse would be neutral and would have no 
dealings or potentially conflicting interests in the selection of the carrier and the 
amount of the transportation charge to be paid by the charterer. In our view 
the clearinghouse should be operated separate and apart from the machinery 
used for the procurement of military CAM’s. 

2% Since a majority of the Board favor the type of agreement proposed by the applicants, we have con- 


—— the specific conditions the majority proposed to attach to their approval and are in general agreement 
therewith. 
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In summary, it is in our opinion adverse to the public interest to approve the 
procurement by the associations of commercial traffic through the machinery 
and procedures now used for CAM’s. Such procurement involves pooling and 
apportioning of traffic and other antitrust dangers which are not outweighed by 
overriding considerations of the public welfare. Conversely, a true air exchange 
would accord to the public all the advantages and benefits of the existing associa- 
tions’ CAM machinery, without involving any elements inconsistent with sound 
regulatory objectives. 

(S) Caan Gurney. 
(8S) Harmar D. Denny. 


F. SOUTHWEST-NORTHEAST SERVICE CASE (DOCKET 2355 ET AL.), 
NOVEMBER 21, 1955 s 
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UNITED States oF AMERICA 
Crvit Agronavutics Boarp 
WASHINGTON, D. C. 

Docket No. 2355, et al. 
SouTHWEst-NorRTHEAST SERVICE CASE 
Decided November 21, 1955 


Authorization of additional air service found warranted in order to provide im- 
proved service between important cities in the Southwest and Northeast areas 
of the United States and major cities in between where the available traffic 
potential is sufficient to support multiple carrier services, 

The development of a sound national air route structure requires that in select- 
ing the carrier or carriers to provide needed new and additional air services, 
consideration be given to the applicants’ competitive positions and need for 
strengthening. 

Substantial route awards to the larger carriers would tend to create a greater 
unbalance in carrier size and adversely affect the ability of the smaller trunks 
to compete effectively in markets jointly served with the larger carriers. 

Board’s objective is to so strengthen the smaller trunks as to insure that they will 
be able to operate without subsidy even during periods of economic adversity 
and that they will be able to continue to compete effectively with the larger 
carriers, 

Selection of American, Eastern, or United to provide first competitive services in 
the rich Houston-New York or Fort Worth/Dallas-Northeast markets would 
tend to solidify the economic superiority of the Big Four over the smaller 
carriers, 

Greater resources of the larger carriers may enable them to attain effective com- 
petitive status earlier in a new market, but, in the long run, the smaller trunks, 
with a sound route structure, can provide effective competition in new markets 
for a large carrier. 

Providing entry into the dominant Northeast markets will strengthen any of the 
smaller trunk applicants herein, in view of the enormous traffic potential of its 
cities, and at the same time result in the necessary improvements in air trans- 
portation. 

Braniff is the most marginal of the unsubsidized domestic trunkline carriers and 
has the greatest need for route strengthening of the applicants in this case. 
Although American’s present services may not be legally inadequate, there is a 
need for competitive service between Dallas/Fort Worth and the Northeast, 

which is the largest noncompetitive market in the country. 

The Board’s long-standing policy is to rely on competition for the vigorous 
development of our national air transport system with the fullest improvements 
in service and technological developments. 

Braniff should be awarded a new route from Dallas/Fort Worth, Tex., to the 
Northeast; adding Memphis and Nashville, Tenn., to the route will strengthen 
it, as well as provide needed new competitive services for these cities. 

Chattanooga, Tenn., should be added to Braniff’s route to meet the need for single 
carrier service to and from Dallas, as well as for improved service to the North- 
east. 
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Braniff’s service to the Northeast should be limited to New York and Washington, 
the strongest traffic generating points in the Northeast; this will enable Braniff 
to obtain the maximum benefit to be derived from connecting its route to the 
Northeast. 

Dallas/Fort Worth is to be the southern terminal of the new route because the 
Board intends that Braniff focus its principal intention on developing service 
between these points and the Northeast; Braniff will be able, in addition, to 
ese a useful through service to the Northeast for points in Texas south of 

Jallas/Fort Worth on its route No. 9. 

Delta’s route must be strengthened; its access to high density, longhaul traffic is 
less than any of the unsubsidized trunks except Braniff. 

Extension of Delta to the Northeast will substantially strengthen the carrier and 
thereby contribute to a more balanced, and therefore more effective competition 
among air carriers. 

Growing economic importance of Houston, New Orleans, and Atlantic, their 
strong community of interest with the Northeast, and their traffic potential, 
warrant the authorization of Delta to provide new competitive services for these 
cities to and from the Northeast; therefore, Delta’s route No. 24 is extended 
North of Atlanta, Ga., to New York/Newark via Charlotte, N. C., Washington, 
D. C., Baltimore, Md., and Philadelphia, Pa., and west of New Orleans, La., to 
Houston, Tex. 

To assure priority of opportunity for Braniff in the Dallas-Fort Worth-North- 
east markets, Delta is required to stop at Atlanta on flights providing such 
service; the required stop will limit Delta’s competitive opportunity in this 
market without seriously impeding the provision of the new one-carrier serv- 
ice to the Northeast sought by the Mississippi and northern Louisiana cities. 

Capital’s request for extension to Dallas-Fort Worth and Houston, Tex., denied, 
in view of Braniff’s and Delta’s greater need for route strengthening, and the 
fact that Capital will have to devote a major portion of its resources and 
efforts to the development of the new markets in the New York-Chicago area 
which we recently authorized it to serve. 

Capital’s route structure modified, as recommended by the examiner, to permit 
the carrier to compete effectively for traffic in the markets it is already au- 
thorized to serve; route modifications consist principally of an extension of 
route No. 51 north of Washington to New York-Newark via Baltimore and 
Philadelphia, and amendment of both routes Nos. 51 and 55 to permit service 
between New Orleans, La., and Atlanta via Birmingham and Mobile, Ala. 

Capital will have a better competitive opportunity in the important New Orleans 
and Atlanta markets, and will also be able to improve the quality of service 
presently provided Chattanooga, Greensboro-High Point and Charlotte. 

Requests of Charlotte and Greensboro-High Point for designation at this time as 
“Midway Cities” denied; such action not necessary to permit improved serv- 
ices for these communities. 

Capital will not be able to become an effective competitor for Norfolk-New York 
traffic since its route will require an intermediate stop at Washington, D. C., 
and service can- only be rendered as part of a long-haul trip; there is no need, 
therefore, to protect National in this market from diversion by Capital. 

Capital’s amended routes Nos. 51 and 55 are, for administrative reasons, to be 
placed in one certificate. 

Trans-World’s application to include Tulsa and Oklahoma City, Okla., on route 
No. 2 and to permit service between Washington and Baltimore, on the one 
hand, and Philadelphia and New York, on the other hand, on flights serving 
the Oklahoma cities, should be granted; TWA will provide these cities with 
new single carrier service to ol from Pittsburgh, Pa., as well as desirable 
through services to Ohio Valley points which American has not provided. 

Long-haul restrictions placed on TWA’s service to Tulsa and Oklahoma City. 

Requests of Continental and Ozark for “closed door” restrictions on TWA’s 
newly authorized service denied. 

Eastern’s proposed service between Memphis, Tenn., and Louisville, Ky., via 
Paducah, Ky., denied; needed service for Paducah can be provided by extending 
Ozark’s authority to serve Owensboro and Paducah on segment 4 of its route 
to December 31, 1958. 

Additional service for San Antonio should be rendered by Braniff, which will 
lead to substantial improvement in San Antonio’s service to and from the 
Northeast, as well as important Midway points which Braniff will serve. 

American’s application to include San Antonio on route No. 4 is denied; Ameri- 
can offered San Antonio very little new one-plane service and did not propose 
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nonstop flights to or from New York; granting American's application would 
have a substantial adverse impact on Braniff. 

Board considered contemporaneously applications in this case for additional 
service for Pittsburgh to the southwest with the deferred applications in the 
New York-Chieago case for additional Pittsburgh service, and decided that 
Pittsburgh’s size, industrial importance, and traffic potential warranted a full 
pattern of service to the West. 

United was selected in the New York-Chicago case for additional Pittsburgh 
service because it was able to provide needed new and additional service in the 
Central Plains and Pacific Northwest areas, as well as a second California 
service. 

American was selected in the Southwest-Northeast case for additional Pittsburgh 
service because its application herein offered a better service to the Southwest 
and West than did its application in the New York-Chicago case. 

Houston is added to American’s route No. 4, subject to a requirement that flights 
serving Houston must serve Pittsburgh, to provide a usable single carrier 
Houston-Pittsburgh service; in view of Delta’s authorization herein for single 
carrier New York-Houston service, the TWA-Delta interchange, which now 
provides the only Pittsburgh-Houston through service, is not considered viable. 

Columbus, Ohio, is added to American’s route No. 4 on a routing through Pitts- 
burgh to New York to permit American to provide the first competitive service 
for TWA in the larger Columbus-New York market. 

American denied nonstop rights between Pittsburgh and points in New England 
where the adverse effect on TWA of the service sought outweighs its advantages. 

Consistent with Board practice in other cases, a long-haul restriction is placed on 
Pittsburgh service on American’s route No. 4 requiring flights serving Pitts- 
burgh to originate or terminate at Tulsa or Dallas, or points west thereof, or 
Houston, Tex. 

Capital’s deferred application in the New York-Chicago case for local traffic 
rights between Pittsburgh and Philadelphia granted, in view of the large volume 
of traffic between those points and the stimulus to the provision of service 
convenient to local traffic which should flow from certification of a regional 
carrier in the market. 

National’s application would, if granted, result in considerably fewer public 
benefits than those of Capital and Delta. 

Board decision will no doubt lead to rapid expansion and development of coach 
service, thus resulting in the primary benefits alleged to flow from the applica- 
tions of North American and Aero Finance, and at the same time provide 
other public benefits resulting from improvement in the existing carrier's route 

attern. 

Aaa Finance’s limited financial resources and service plan lead Board to doubt 
that it could attain effective competitive status with TWA, whose service it 
would duplicate. 

Board unable to find North American “willing’’ to comply with the act and 
applicable Board regulations. 

Board recognizes that its decision will result in more competition than recom- 
mended in the initial decision, and that the diversionary impact on Eastern 
will be greater; but the diversion will, at least in part, be offset by normal 
traffic growth. 

Diversion is a less significant factor today than in the past when the Board was 
faced with the problem of heavy subsidy support for trunkline carriers; with 
the growth in carrier strength and the markets served, the Board has a greater 
opportunity to establish competitive services. 

Board denies Fort Worth’s request for the reopening of the record to receive 
further evidence, or in the alternative, for an investigation with respect to 
service for Dallas/Fort Worth through the Amon Carter Airfield; Fort Worth’s 
need for additional service is recognized by the decision’s authorizing compet- 
itive service for Fort Worth to important Northeast and Midway cities. 

Board denies request for deferment of decision with respect to service (a) between 
the Atlantic Seaboard cities of Washington, New York, Baltimore and Phila- 
delphia for contemporaneous decision with the pending New York-Florida case 
(Docket No. 3051 et al.), and (b) between Houston and New Orleans for con- 
temporaneous decision with the pending Florida-Texas case (Docket No. 5701 
et al.); under the limitations of this proceeding, the services referred to can 
only be rendered on interarea flights, and therefore, the possible penetration of 
the markets in question on flights so restricted is not such as would preclude 


74189—56——_10 
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the authorization of additional services in these markets in other pending pro- 
ceedings, if otherwise required by the public convenience and necessity. 

Board also decides United’s applications for new services west of Dallas/Fort 
Worth were not improperly excluded from this proceeding; the excluded por- 
tions of United’s applications are not mutually exclusive with those of other 
applicants consolidated herein; and the awards made to TWA and American 
will not preclude the later grant of United’s excluded applications. 

APPEARANCES: 

Same as in examiner’s initial decision, and in addition, the following: 

George S. Terry for the city of Dallas and the Dallas Chamber of Commerce. 
Howell Jones for the city of San Antonio, Tex. 

Robert C. Mayer for the Louisville and Jefferson County Air Board and the 

Louisville Chamber of Commerce. 

James M. Verner for Ozark Air Lines, Inc, 


OPINION 
By THE Boarp: 

This case is the third in a series of major area route cases in which the Board 
is reappraising important portions of the national air route structure. It involves 
principally applications for new or additional air transportation services between 
designated major cities in the Northeast (Pittsburgh and Philadelphia, Pa., 
Newark, N. J., New York, N. Y., Baltimore, Md., and Washington, D. C.), the 
Southwest (Tulsa and Oklahoma City Okla., Dallas, Fort Worth, San Antonio 
and Houston, Tex., and New Orleans, La.), and so-called midway areas (Atlanta, 
Ga., and Chattanooga, Knoxville, Memphis and Nashville, Tenn.). 

After due notice a public hearing was held before Examiner William J. Madden 
who thereafter issued an initial decision. Exceptions to the initial decision, and 
briefs to the Board have been filed by various parties and the Board has heard 
oral argument. The case now stands submitted for decision. 

In his initial decision the examiner proposed that the existing air route pattern 
in the areas involved be enlarged by authorizing new services via three basic 
traffic channels: (1) A service connecting Oklahoma City and Tulsa with the 
Northeast, (2) a service to the Northeast for Houston and San Antonio, and as 
part of this service, or independently, a service to the Northeast for New Orleans, 
Birmingham and Atlanta, and (3) a service between Fort Worth/Dallas and the 
Northeast, following a substantially direct course via Memphis and Nashville. 
To provide these services, Oklahoma City and Tulsa were placed on Trans-World 
Airlines route No. 2; Capital Airlines was selected to provide the new Northeast 
service for New Orleans, Birmingham, and Atlanta; and Eastern Airlines was 
awarded a new Dallas Fort Worth-Northeast route. Houston and San Antonio 
were afforded service to the Northeast by being placed upon American Airlines’ 
route No, 4.?! 

In addition, the examiner (a) eliminated the existing “closed door” restriction 
on Eastern’s Pittsburgh service which prevents the carriage of local traffic between 
Pittsburgh, on the one hand, and Atlanta, Birmingham, Mobile, and New Orleans, 
on the other, (6) denied Eastern’s application to serve Paducah, (c) denied Capital’s 

roposed extension from Knoxville to Memphis via Nashville, and (d) denied 
Delta Airlines’ proposed Birmingham-Memphis segment. 

Our study of the record leads us to different conclusions. Although we will in 
substantial measure follow the recommendations of the examiner with respect to 
the routings over which new services should be established, we depart from the 
initial decision on the selection of carriers to provide the new services.” 

The record amply demonstrates the need for new and additional services 
between the major cities here involved. The Southwest and Midway cities have 
been forging ahead economically and industrially during recent years, and with 
this growth there has emerged a greater need for air transportation ties between 
these cities and such important centers of government, finance, and industry as 
Washington, Baltimore, Philadelphia, Pittsburgh, and New York. Our decision. 
as will be hereinafter set forth, recognizes this need and authorizes the provision of 
a substantial amount of new and additional service between the Northeast cities 
and the Midway and Southwest cities. In meeting these air service needs, how- 


21 All these awards, except that to TWA were subject to long haul restrictions limiting service to the new 
points to interarea flights (e. g., flights must serve at least 1 city in each of at least 2 of the following 
groups: (a) Northeast cities, (6) midway cities, and (c) Southwest cities. 

2 We adopt as our own, except as modified herein, the findings and conclusions of the examiner in his 
initial decision, which is attached hereto as an appendix. 
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ever, we have done so in a manner which we believe will also foster the further 
dev elopment of a sound route structure. 

The examiner, as previously indicated, chose Eastern and American to provide 
service over two of the most important routes in the proceeding. Eastern was 
selected for the Fort Worth/Dallas-Northeast service, where American now has a 
lucrative monopoly route, and American was selected for the equally rich Houston- 
Northeast route, where Eastern provides the sole single carrier service. The 
examiner reasoned that effective competition in these monopoly markets could 
thereby be provided and that this ‘“complementary exchange’ between American 
and Eastern would reduce to a minimum any concern about diversion. In 
rejecting the other applicants for these services, the initial decision considered the 
factor of carrier balance as only a ‘‘remote element of public convenience and 
necessity’’ which only comes into play where all other factors with respect to 
selection of carrier are equal. With this conclusion of the examiner, we strongly 
disagree. 

As we pointed out in the New York-Chicago case * the statutory objective of 
a sound national air route structure requires, in the selection of a carrier to pro- 
vide needed new services, consideration of the applicants’ competitive positions 
and their relative need for strengthening.* It is vital, in our opinion, to so develop 
the national air route structure as to tend to decrease rather than increase the 
gap between the relative size of the Big Four carriers and the smaller trunks. 

We recognize that most of the smaller trunks are now operating on a service 
rate basis and are competing effectively in many markets with the larger carriers. 
However, in many instances, the margin between a commercially self-sufficient 
operation and one that would require subsidy assistance is a close one. Our 
objective is to so strengthen the smaller trunks as to insure that they will in the 
future be able to continue operations without subsidy even during periods of 
economic adversity. Thus, in the New York-Chicago case, supra, we so enlarged 
Capital Airlines operating authority, and improved Northwest’s route structure 
as to provide greater strength for these carriers. And in the recent Denver 
Service case,*5 similar considerations influenced us in granting additional operating 
authority to Western and Continental. 

We cannot ignore the fact that substantial route awards to the larger carriers 
would tend to create a greater unbalance in carrier size, and thereby adversely 
affect the ability of the smaller trunks to compete effectively in markets which 
they jointly serve with the larger carriers. We believe that the benefits to be 
derived from effective competition will be spread to a greater number of cities 
if the size disparity between the smaller and larger carriers is reduced. In many 
markets which are jointly served today by a small trunk-and a Big Four carrier 
there is no effective competitive service because the smaller carriers’ resources 
and route systems inhibit them from challenging their larger competitors. To 
the extent that we choose a small trunk instead of a Big Four carrier to provide a 
needed new service in high density markets, we enlarge the small carrier’s oppor- 
tunity to render effective competitive service in other markets which they are 
already authorized to serve. 

It is also likely that as the smaller carriers’ route systems are strengthened 
they will be in a better position to experiment with the provision of low cost 
transportation in markets which are currently served only with first class service. 
As we pointed out, in the General Passenger Fare Investigation case,” there is a 
greater risk in developing coach over the shorter and medium haul segments, 
which form the bulk of the services performed by the small trunks, than on the 
high density long haul segments. However, we believe that there is a profitable 
future for coach services in these markets, and are hopeful that with the strength- 
ening of the smaller trunk’s route systems there will be -reated the economic 
climate which will lead the carriers to expand coach services in shorter haul 
markets. 

The problems faced by the smaller trunks in their efforts to maintain operations 
on a service rate basis, and to compete effectively with the Big Four will tend to 
be accentuated in the immediate future as the carriers embark upon reequipment 
programs involving turboprop and jet aircraft requiring substantially greater 
capital investment than ever before, and also involving in all probability the new 
and costly operational problems that have heretofore been associated with the 
transition into newer categories of equipment. Unless the relative economic 


% Order No. E-9537, dated September 1, 1955, pp. 3-4. 

4 a compare Denver Service case, Order No. E-9735, dated November 14, 1955. 
26 

% Order No. E-7876, dated May 14, 1953. 
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opportunity—and basically this means route systems—of the smaller carriers 
oe more closely that of the Big Four, their competitive position and 
ability to weather economic adversity are bound to suffer.”’ 

The current disparity in size between the Big Four and the smaller trunks is 
indicated by the fact that the former carry 74 percent of the total domestic traffic, 
and that American alone carries more than the combined total of all the trunks 
outside the Big Four. As a matter of fact, the Big Four in the year ended June 
30, 1955, earned more than 76 percent of the total domestic trunkline profits, and 
American and Eastern together realized almost 60 percent of the Big Four total. 

It is of considerable significance that the dominance of the Big Four flows from 
their access to the high density markets, and this enables them to attain greater 
economy in operating’ costs and flexibility in scheduling of service. “Thus, about 
45 percent of the total domestic air traffic is accounted for by traffic between the 
top 100 city pairs. Of this traffic, the Big Four controls 74 percent. Similar 
advantages for the Big Four are found in practically all other indices of relative 
economic strength, such as total revenue miles flown, average length of passenger 
haul, density of passenger traffic per route mile operated, and average daily ton- 
miles per station. Adoption of the initial decision’s position selecting American 
to provide first competitive service in the rich Houston-New York market and 
Eastern to compete with American in the equally important Fort Worth/Dallas- 
Northeast market would tend to solidify the economic superiority of the Big Four 
over the smaller carriers.22 We think it clear that we should not reach this result 
unless satisfactory alternate solutions are not available. 

It hes been suggested that the smaller trunks are not able to compete effectively 
with Eastern and American in these monopoly markets, and that the end result of 
any action authorizing them to do so would weaken rather than strengthen them. 
Were we to accept this point of view it would spell stagnation for the smaller 
trunklines. Our recent actions in other areas underscore the Board’s program for 
strengthening smaller carriers, and doing so in part by certificating them to serve 
rich markets already served by one or more of the Big Four. For example, we 
recently awarded Capital a substantial route extension from Detroit to New York, 
via Buffalo and Rochester, where American was the sole trunkline carrier. And 
even more recently, Western and Continental were granted substantial new seg- 
ments in markets served exclusively by United. 

We recognize, as the examiner points out, that in this case, breaking into the 
markets where American and Eastern now provide monopoly service will not be 
an easy task. However, we do not believe that the task ean only be successfully 
undertaken by a Big Four carrier. Thus, Delta, for example, is without doubt 
an effective competitor with Eastern for Chicago-Atlanta and Chicago-Miami 
traffic. National competes on practically equal terms with Eastern for New 
York-Florida traffic, and Braniff competes successfully with American for traffic 
between Chicago and Dallas/Fort Worth. Although the greater resources of the 
larger carriers may enable them to attain effective competitive status in a new 
market at an earlier date than the smaller trunks, we have little doubt that in 
the long run a smaller trunk can, provided it operates over a sound route system, 
attain a fair share of the markets here in question and provide the competitive 
spur essential to development of a full pattern of air service to the communities 
they are authorized to serve. 

roviding entry into the dominant Northeast markets here involved will 
undoubtedly strengthen any of the smaller trunkline applicants herein. The 
Northeast area has a position of overall importance in the economy of the 
country—it has exceptionally close and extensive relationships with all other 
sections. To an air carrier, access to this area means that its route system is 
strengthened by the already enormous traffic and revenue potential flowinig 
between point on its system and the Northeast. And even more important, 
it means that as air transport broadens its utility and appeal to passengers and 
to shippers of cargo, the carrier’s system will have the support of the broad, 
underdeveloped potential inherent in connecting this nerve center of the country 
with other areas. Access to the potential moving to and from the Northeast 
gives the carriers having it an additional measure of financial strength and stability 
which is not supplied by service limited to other areas. 

The reality of this assertion is confirmed by the extent to which the system 
traffic of the Big Four depends upon the four points New York, Philadelphia, 


oa Reopened New York-Balboa Through Service Proceeding, Order No. E-9109, decided November 

2% Adoption of United’s proposal herein would have a similar impact on the relative size of the Big Four 
as compared with their smaller competitors. The reasons herein r.stated for preferring the applications 
of the smaller trunks to those of Eastern and American apply with equal force to United’s proposal. 
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Baltimore, and Washington. In the case of American, 30.6 percent of its system 
revenue passengers for the 12 months ended June 30, 1955 consisted of passengers 
enplaned at these cities. Similar percentages for the other carriers in the group 
show a similar dependence on Northeast traffic—Eastern’s was 25.1 percent, 
TWA’s was 20.2 percent, and United’s was 11.3 percent. The other major 
carriers serving the Northeast show a comparable dependence on traffic derived 
from these points. Thus, of Capital's total system traffic 21.5 percent enplaned 
at these four points in this period; the comparable figure for National was 34.3 
percent, and for Norwest was 12.4 percent. 

With these facts in mind, there is little room for doubt that an extension to the 
Northeast for those carriers which do not now have such access would be a strength- 
ening factor; and we can achieve this result while at the same time fully meeting 
the needs of the public for an improved quality and greater quantity of air service. 
We turn now to a consideration of the various applications. 

Braniff.—We have selected Braniff for the service between Ft. Worth/Dallas 
and the Northeast. This route extension will meet Braniff’s urgent need for 
access to long-haul, high density markets comparable to those served by its 
competitors. Based upon past experience, Braniff is the most marginal of the 
unsubsidized trunkline carriers. It is the last of those to have achieved self- 
sufficiency. Braniff participates in fewer of the total top 100 city pairs than any 
of the other nonsubsidized trunklines, and the three major markets which it 
serves are less productive of passenger miles than those enjoyed by the others. 
As a matter of fact, Braniff alone among the small trunk applicants herein has 
had a deteriorating industry position. Its portion of the total domestic traffic 
in the year ended December 31, 1954, was only 3.24 percent, whereas in 1940 it 
was 4.04 percent.2* Only Western, among the nonsubsidized trunks, has a 
smaller share of the total domestic market, and we have recently taken steps to 
strengthen Western in the Denver Service case, supra. In fact; in each of the 
previously mentioned indices of economic strength (total revenue passenger 
miles flown, average length of passenger haul, density of passenger traffic per 
route mile, etc.), Braniff in the first 6 months of 1955 ranked either lowest or 
next to lowest among the nonsubsidized trunks. From the foregoing, the need 
for appropriate steps to strengthen Braniff’s route system is apparent, if our long 
range objective of better competitive balance is to be achieved. 

As previously indicated, we agree with the examiner’s conclusion that a com- 

etitive air service should be established between Dallas/Fort Worth and the 
Northeast and that Memphis and Nashville should be served as intermediate 
points on this route. The predominant purpose of this new route is to provide 
a new service competitive with American between Dallas and Fort Worth, on 
the one hand, and New York and Washington, on the other hand. In 1954, 
there were over 86,000 passengers exchanged between these cities; the New York- 
Dallas/Fort Worth segment alone was, in terms of revenue passenger miles, the 
largest noncompetitive market in the country. American does not contend, nor 
could it properly do so, that a market of this size cannot support competitive air 
services. American asserts, however, that its services for these markets are not 
inadequate, and that in the absenee of a finding of inadequacy we may not 
authorize a competitive air service. 

Such an argument completely misconceives the nature of our responsibilities 
under the Civil Aeronautics Act and the Board’s long standing policy for dis- 
charging these responsibilities. Fundamental to the act is the provision that 
the Board shall regard <s in the public interest ‘“‘competition to the extent neces- 
sary to assure the sound development of an air transportation system properly 
adapted to * * *’ our national needs. In the application of this provision, 
along with the other relevant factors bearing upon the public convenience and 
necessity, the Board has over a period of years, authorized the expansion of our 
air transportation system in such a manner as to bring more and more competitive 
service to more and more communities. In taking these actions, the Board has 
not been guided by the negative concept of determining first whether the existing 
services met minimum standards of legal adequacy. Rather the Board has been 
influenced, in accordance with its statutory mandate, by the concept that com- 
petitive service holds the greatest prospect for vigorous development of our 
national air transport system with the fullest improvements in service and tech- 


2* Capital has increased its industry position from 3.57 percent to 4.66 percent of the total domestic market; 
Delth’s itierétse is from 2.76 percent to 4.81 percent, and National’s increased from 1.46 percent to 4.25 percent. 
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nological developments.*® Our recent decisions in the New York-Chicago case *! 
and in the Denver Service case * fully reflect this policy. 

There can be no doubt that competition for American between Dallas/Fort 
Worth and the east coast is fully warranted by the size and scope of this market 
and its ultimate potential. The potential for the east coast service is substantially 
greater than for the Dallas/Fort Worth-west coast service where American’s 
monopoly route was recently subjected to an alternate service. 

Braniff’s new route to the Northeast will gain strength from the naming of 
Memphis * and Nashville as intermediate points. Both these communities are 
now reliant principally upon American’s services to the Northeast as well as the 
Southwest, and are of sufficient size and traffic potential to warrant an additional 
service as part of a new competitive routing between Dallas/Fort Worth and the 
Northeast. Memphis and Nashville in 1954 generated over 79,000 passengers to 
and from New York and Washington, and Dallas and Fort Worth. The great 
bulk of this traffic is carried by American; only in the Memphis-New York and 
Nashville-New York/Washington markets does any other carrier obtain as much 
as 5 percent of the traffic.* 

Both Memphis and Nashville seek the addition of competitive services. Nash- 
ville in particular, as detailed in the initial decision,®* points to the fact that the 
volume of service which it has received in recent years has lagged behind that 
furnished comparable cities which have received effective competitive services, 
and that as a consequence it has not reflected the same rate of increase in use of air 
transportation experienced by the other cities. Moreover, the quality of Nash- 
ville’s air service to the Northeast has not kept pace with that provided at other 
cities both in terms of first class four engine service and coach service. The 
provision of additional service to the Southwest and Northeast should lead to 
substantial service improvement for Nashville, as well as for Memphis. 

We have also decided that Chattanooga should be added to Braniff’s route. 
Both Dallas and Chattanooga introduced evidence showing the substantial com- 
munity of interest between these cities, and showing that by comparison with 
other cities of lesser communities of interest but with direct service, air traffic 
between Dallas and Chattanooga is underdeveloped. The new single-carrier 
service which Braniff can provide between Dallas/Fort Worth, and the other 
Southwest points it serves, on the one hand, and Chattanooga, on the other hand, 
is of sufficient public benefit to justify the inclusion of Chattanooga on the new 
routes to the Northeast. In addition, Braniff’s ability to provide Chattanooga 
with service to the Northeast should have a stimulating effect on the existing air 
service, which in recent years has not kept pace with the service provided similar 
communities.*’ 

With respect to northeastern points, we have concluded that Braniff’s service 
should be limited to New York and Washington. These points are by far the 
strongest traffic generating centers in the area, and service to them will enable 
Braniff to obtain the maximum benefit to be derived from connecting its route 
system to the northeast. In this regard, it is to be noted that Braniff, as a result 
of participation with Eastern in interchange service between these points and 
South America, has already attained some identity in these markets and to that 
extent its task ir establishing its new services will be lessened.** 

We have also provided that Dallas and Fort Worth shall be the southern ter- 
minals of the new route segment. As previously noted, the Dallas/Fort Worth- 
Northeast route is the strongest in this proceeding which will logically integrate 
into Braniff’s route system, and it is our intention that Braniff should focus its 
its principal attention on the development of service over this routing. Of 
course, our award to Braniff also allows the carrier to participate, if it chooses, in 
competitive services between Tulsa and Oklahoma City and the Northeast. 


%® As we recently stated in considering the eis of providing an alternate service to American’s 
iC 


monopoly route from Dallas to the west coast: ‘‘We need not detail the advantages of competition—nor to 

rove them again in each case. An objective reading of the Civil Aeronautics Act leaves no doubt that the 

wmakers considered competition to be a desirable objective—which should be established wherever it is 
economically feasible and will contribute to the development of a sound national air transportation system.’” 
Southern service to the West case, Order No, E-8466, dated June 25, 1954. 

3! Order No. E-9537, dated Sept. 1, 1955. 

# Order No. E-9735, dated Nov. 14, 1955. 

%3 Southern service to the West case, supra. 

* Braniff already serves Memphis on route No. 9, and the addition of this point to its new route to the 
Northeast should not occasion any substantial additional expense. 

38 Eastern has obtained 22 percent of the New York-Nashville market and lesser percentages of the other 
two. 

% Pages 46-50. 

3? See initial decision, pp. 38-39. 

% Braniff also serves Memphis on route No. 9 so that our decision will only require the carrier to attain 
identity in two new cities, Nashville and Chattanooga. 
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However, in view of our decision herein authorizing TWA (see pp. 25-26, infra) 
to serve these points on its transcontinental route, in addition to American, we do 
not believe that Braniff would in the immediate future find it economically sound 
to provide other than a supplemental service in the Tulsa/Oklahoma City- 
Northeast market. 

Our award to Braniff will permit the carrier to provide a useful one-carrier 
service between the Northeast and points south of Dallas/Fort Worth on route 
No. 9 such as, for example, San Antonio, Austin and Waco. There is no doubt 
that as Braniff obtains the necessary new equipment and becomes an effective 
competitor in the principal markets involved, it will be in a position to provide 
through services to the Northeast, via Dallas/Fort Worth, for many of the cities 
on route No. 9 which do not now have such a service or whose present direct 
services could well be augmented. The service benefits and traffic so derived are 
factors which support the award to Braniff of the new route. 

We have calculated that in 1956 the total market potential of the route we have 
awarded Braniff would exceed 694 million revenue-passenger miles which at 
5.35 cents per passenger mile (which was the average return for the domestic 
trunklines for the year ended June 30, 1955) is a market of $37 million annually. 
It is inconceivable to us that a carrier with Braniff’s past experience and record 
of successful operation could not provide profitable services in a market which 
in 1956 will have such potential. In our judgment, Braniff would, if it were 
able to attain effective competitive status in these markets in 1956, be able to 
obtain additional passenger revenues of up to $11 million annually, including 
a 30 percent increment for offline connecting traffic.*® 

There can be no doubt that Braniff is fit, willing and able to provide the services 
authorized on its new route. Not only has the carrier demonstrated its financial 
ability by the recent elimination of its senior securities and the adoption of a 
sound all equity capital structure, but it has presented adequate evidence of the 
willingness of reputable banking firms to finance the capital requirements of these 
new services. 

We recognize that the full implementation of the route we are awarding Braniff 
will require additional first line aircraft which the carrier did not have on order at 
the time of hearing in this proceeding. This fact is cited by others as reason for 
denying Braniff’s application, since it will probably delay the date by which 
Braniff will obtain effective competitive status in its new markets. However, 
so far as we know none of the certificated carrier applicants herein have available 
first-line equipment surplus to their current requirements. Nor is there any 
evidence that equipment now on order was intended to provide such service as 
the Board may award in this case. 

In any event, the fact that another applicant would be sooner able to devote 
first-line equipment to the new route in question should not be determinative 
here in the choice of carrier. It would defeat our objective of greater competitive 
balance, and in the long run work a serious injury to the public interest, if we were 
to give undue weight herein to the relative ability for early inauguration of a full 

attern of competitive service. We are confident that Braniff will obtain satis- 
actory first-line aircraft and provide the type of competitive spur needed in the 
markets it is being authorized to serve. 

Delta.—Delta proposed extension of its route No. 24, (a) from Atlanta to New 
York via Charlotte, Washington, Baltimore, and Philadelphia, (6) from New 
Orleans to San Antonio via Austin and Houston, and (c) from Birmingham to 
Memphis. These extensions would, if granted, enable Delta to provide new single 
carrier service to the Northeast for each of the designated Southwestern points 
(except Tulsa and Oklahoma City) as well as for Atlanta and Memphis of the five 
designated midway points. 

We have already indicated our choice of Braniff to provide the needed addi- 
tional service to the Northeast for Dallas and Fort Worth, as well as for Memphis, 
San Antonio, and Austin. As between these carriers, Braniff has the greater need 
for strengthening and the Dallas/Fort Worth-Northeast routing is the strongest in 
this case which can be logically integrated with its present system. Thus, in 


% In reaching our conclusions as to the attainable revenues for Braniff, we have assumed that (a) in first 
single carrier markets, the carrier could transport 90 percent of the traffic; (/) in first competitive markets 
the new carrier could participate to the extent cf 40 percent of the total traffic; (c) in second competitive, 
or three carrier markets, the new carrier could participate to the extent of 20 percent of the total market 
and (d) in all other markets the new carrier’s participation would not exceed 10 percent. These assump- 
tions are based on effective competitive scheduling by the new carrier or carriers; in those markets, such as 
New York-Washington and Tulsa-New York, in which such scheduling would not be possible, we have 
further adjusted downward the above-stated participation figures. It is also to be noted that, in applying 
the foregoing participation percentages, we have assumed operations by each of the applicants in the 
markets for which they have here been authorized to provide new single carrier services. 
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considering Delta’s proposals we shall bear in mind the priority to be accorded 
Braniff’s new routing. 
There is substantial merit in Delta’s claim that its route must be strengthened 
if it is to continue in the future to provide effective competitive services over its 

resent route and to expand further its services in the aircoach field. While 

elta is substantially larger than Braniff, Delta’s routes do not have the inherent 
potential of those of other carriers of comparable size, and of course, are far 
weaker than those of any of the Big Four. Except for Braniff, Delta’s access to 
high density, long-haul traffic is less than any of the other nonsubsidized trunks. 
Delta’s present domestic system serves a smaller population. Delta is the only 
one of the 10 trunkline air carriers operating an appreciable measure of its services 
east of the Mississippi River which does not have access to important Northeast 
markets. We have already pointed out the enormous significance of access to 
the Northeast, and it need not be here repeated. It is clear that, if Delta were 
denied such access, Delta would remain in an inferior position to it’s principal 
competitors. Extension of Delta to the Northeast will, in our judgment, sub- 
stantially strengthen the carrier and thereby contribute to a more balanced, and 
therefore more effective competition among air carriers.* 

Delta’s need for strengthening is therefore a significant factor in granting its 
application for extension of its route north of Atlanta to New York and west of 
New Orleans to Houston. However, of even more significance is the ever growing 
economic importance of the primary markets in the South and Southwest, which 
Delta would serve, their strong community of interest with the Northeast, and 
their need for improved air service. 

For example, Houston, a city which in 1954 had an estimated metropolitan 
area population of about one million people, had more than doubled its population 
in the decade between 1940 and 1950. his city is a thriving industrial, commer- 
eial, and shipping hub with a very substantial community of interest with the 
Northeast. In fact, New York is Houston’s largest air travel market, being over 
twice the size of the next largest market.*! The latest available figures indicate 
that the New York-Houston market ranks second only to the Dallas/Fort Worth- 
New York market as the largest domestic market without competitive air service. 

The record shows that the Houston area’s rapid growth is tied to its expanding 
chemical, oil, and manufacturing industries, and that these industries have sub- 
stantial commercial ties with the major Northeast cities. These close commercial 
ties should continue to grow and develop with the further expansion of business 
in the Houston area, and from that growth increased traffic between Houston and 
the Northeast will necessarily result. 

Today the air passenger in the Houston-Northeast market has available 1 
single-carrier service (Eastern) and 1 two-carrier interchange (TW A-Delta) 
which makes several stops en route. The traffic figures indicate that the inter- 
change service has captured less than 5 percent of the market so that it is clear 
that the market is without effective competitive service. Yet the lastest traffic 
figures show that the market has developed over 160 passengers daily, and in 
1956 with effective competitive service, we estimate an annual market of over 
75,000 passengers between Houston and New York, and over 102,000 passengers 
annually between Houston, on the one hand, and New York, Philadelphia, Balti- 
more, and Washington, on the other hand. Many smaller markets than this are 
supporting multiple services to New York, and in our judgment, Houston needs 
and can support competitive service to the Northeast. 

In this connection, we note that the service currently provided by Eastern 
between Houston and the Northeast is not comparable with that which is provided 
in competitive markets. Houston points out, as detailed in the initial decision 
(p. 80), that Eastern in support of its application to serve Dallas, where it would 
compete with American, proposed more service in the Dallas-New York market 
than it was providing for Houston-New York, where it is the sole carrier. And 
Delta points to a comparison of the Atlanta-New York market, which Eastern 
monopolizes, and the Atlanta-Chicago market, which has effective competition, 
to show the difference in service provided monopoly and competitive markets. 
For example, the Atlanta-Chicago market, which in the September 1954 survey 
period had only 1,758 passengers, received 12 nonstop schedules daily in both 
directions from Delta and Eastern, whereas in the Atlanta-New York market 
which had 3,742 passengers, Eastern provided only 8 nonstop schedules.“ More- 


4° Cf. Reopened New York-Balboa proceeding Order No. E-9109, decided Nov. 23, 1954. 

41 Measured in terms of revenue passenger miles. In terms of number of passengers, New York ranks 
second-to Dallas. 

42 [n March 1954, New York-Atlanta ‘had 2,862 passengers‘and 8 nonstep flighés daily.in both directions 
whereas Chicago-Atlanta with only 1,252 passengers had 7 nonstops daily. 
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over, Eastern has continued to provide first-class service in the New York-Houston 
market in aircraft with high seating density long after it had introduced equipment 
with a more standard configuration in competitive markets. In addition, it is 
to be noted that the coach service which Eastern has provided in this market 
has been of a multistop nature and at relatively inconvenient hours. It is evident 
from the foregoing that, with the spur of competitive service, Houston should 
receive a greater volume of better quality iatichien service and more convenient 
coach service. 

Similar considerations warrant the authorization of competitive services in 
the New Orleans-Northeast markets. New Orleans’ population exceeds 760,000 
and the usual economic indices give abundant evidence of a healthy and expand- 
ing economy. The community of interest between New Orleans and the North- 
east is a strong one, New York being its largest air travel market, both in terms 
of number of passengers and in revenue passenger-miles. In 1954, there were 
over 145 passengers daily in this market. In 1956, we estimate that this market, 
with the addition of effective competitive services, should exceed 65,800 passengers 
annually, and that New Orleans will exchange over 97,000 passengers with the 
4 Northeast, points. 

The complaints of the city of New Orleans with respect to the relative incon- 
venience of its service to the Northeast are detailed in the initial decision and 
need not be here repeated.“ The need for effective competitive services between 
New Orleans and the Northeast, and the ability of this market to support mul- 
tiple services is clearly evident. 

What we have already pointed out about Houston and New Orleans is equally 
true of Atlanta. It too is a strong, rapidly growing hub in an important area 
having substantial commercial ties with the Northeast. Atlanta is the sixth 
largest air-traffic-generating city without effective competitive air service to and 
from New York, and Atlanta-New York is the largest market, in terms of number 
of passengers, without such service. As a matter of fact, air traffic at Atlanta 
has just about doubled since the Board first found competitive air service war- 
ranted in this market.“4 In 1954, there were more than 265 passengers daily 
between Atlanta and New York. In 1956, we estimate that this market with the 
addition of effective competitive services, will grow to over 110,000 passengers 
annually, and that there will be over 159,000 passengers annually between At- 
lanta, on the one hand, and New York, Philadelphia, Baltimore, and Washington, 
on the other hand. 

We have already referred to the service advantages provided in the smaller 
competitive Atlanta-Chicago market as compared with the noncompetitive New 
York-Atlanta market. We are confident with the institution of effective com- 
petitive services in the New York-Atlanta market that there will be a substantial 
improvement in the service available to the traveling public. We think it equally 
patent that markets of the size heretofore indicated can well support multi- 
carrier services. 

With these considerations in mind, we find that the public convenience and 
necessity require extension of route No. 24 north of Atlanta, as requested by 
Delta, and west of New Orleans to Houston. The route so authorized will 
enable Delta to provide the first single-carrier competitive service in the Houston- 
Northeast markets, as well as needed additional competition in the important 
New Orleans-Northeast and Atlanta-Northeast markets. Delta will also be 
able to provide Charlotte and Birmingham with needed new services to the south- 
west and northeast. 

The route extension granted Delta would, if not otherwise restricted, enable 
Delta to operate Dallas/Fort Worth-Northeast nonstop services. In order 
to insure priority of opportunity for Braniff in the latter markets, we shall require 
Delta to stop at Atlanta on flights providing such service. The absence of 
nonstop rights in those markets will effectively limit Delta’s competitive oppor- 
tunity therein. However, the required stop will not seriously impede Delta in 
the provision of the new one-carrier service to the Northeast sought by the 
Mississippi and northern Louisiana cities, and upon which Delta based a sub- 
stantial part of its case for the Dallas-Northeast authority it sought.” 

By virtue of the route extensions herein authorized, Delta will receive access 
to new markets which in 1956 will have an estimated total traffic potential of 


8 Initial decision, pp. 83-84. We note, however, that the recent Official Airline Guides indicate that in 
recent mnths, probably under pressure of this proceeding, Eastern has provided some service improve- 
ments. However, the Oct»ber Traffic Guide indicates that New Orleans still has no nonstop service north- 
bound, and enly 1 such service southbound, and only 1 daily coach service in each direction which 
provides a multist»p service. 

“ Boston-New York-Atlanta-New Orleans case, 9 C. A. B. 38 (1948). 

4 See initial decision, p. 172. 





150 MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


819 million revenue passenger-miles,“ which at Eastern’s average system revenue 
yield for the year ended June 30, 1955, would be worth $42 million. In our judg- 
ment, Delta should be able, with the added offline connecting traffic, to carry as 
much as 220 million revenue passenger-miles, even with the route modifications 
which we are authorizing for Capital.” (See pp. 22-25, infra.) With a market 
of this potential, and with the expectation that the economy of the area to be 
served will continue to grow as it has in recent years, we are convinced that 
Delta will be able to operate profitably and that its competitive position will 
be strengthened, and that substantia] benefits to the traveling and shipping public 


will result. 
Capitai.—-Capitals’ proposal in general contemplates a consolidation of its 


resent routes Nos. 51 and 55 with extensions from Memphis to Fort Worth and 

allas ‘and from New Orleans to Houston. Improved services between New 
York, on the one hand, and all 5 of the midway cities “* and 4 of the southwestern 
cities (Fort Worth, Dallas, Houston, and New Orleans) would result, if Capital’s 
application were granted. Service improvements for six of these cities could 
result, however, without the addition of a single new point to Capital’s route, if 
the other route adjustments sought by Capital were approved as recommended by 
the examiner. 

As we have already indicated, Braniff and Delta have currently the greater 
need for route strengthening. We have recently granted Capital important new 
operating rights and in addition have so modified past restrictions on its operating 
authority in the important Chicago-New York area as to permit the carrier to 
compete effectively in several important markets.“* The opportunity so afforded 
Capital will provide the means by which its competitive position can be sub- 
stantially strengthened in the New York-Chicago area and will, by the same token, 
require in that area the allocation of a major portion of its resources and efforts. 
Consequently, we do not believe that we should grant the route extensions here 
sought by Capital—to Dallas/Fort Worth and Houston—cities not now served 
by that carrier. 

However, we are impressed with the fact that Capital’s route structure in the 
South has been such as to put it in a position of competitive inferiority in the 
markets it was certificated to serve.” Moreover, our action herein in extending 
Delta’s route to New York, and from New Orleans to Houston, would further 
inhibit Capital’s opportunity to develop its services in this area. We think that 
it is clear that our choice is either to permit the so-called route straightening which 
Capital seeks in order to place it in a position to compete effectively or, in effect, 
to force the abandonment of Capital’s service in this area. The latter has not 
been proposed in any quarter and we can see no justification for it. Moreover, 
we are of the opinion that the available traffic potential for the services which we 
are authorizing Delta and Capital to perform are sufficient to support their new 
services, as well as that of Eastern with which these carriers will principally 
compete.*! 

The route modifications which we are granting Capital,” in addition to per- 
mitting the carrier to obtain a better competitive opportunity in the important 
New Orleans and Atlanta markets, will also permit Capital to improve its present 
service to the Northeast for other cities on routes 51 and 55. Thus, Capital 
should be able to improve the quality of service presently provided to cities such 
as Chattanooga, Greensboro-High Point, and Charlotte, which have a relatively 
high traffic potential for Northeast points, and warrant better service. Improve- 
ment of service to these communities is a consideration in our decision to grant 
Capital’s request for improvement of its southern route structure. 

We are cognizant of the requests of Charlotte and Greensboro-High Point for 
designation as midway cities. However, we do not believe that we could properly 
at this date alter their status in the proceeding, nor do we believe that it is neces- 
sary to take such action in order to permit the provision of improved service for 


# See app. A. 

47 See footnote 18, supra. 

48 Capitel prese Jy serves four cf the midway points and here seeks authority to serve Nashville. 

48 New York-Chicago Service case, Order No, E-9537, dated September 1, 1955. 

® Roston-New York-Atlanta-New Orleans case, 9 C. A. B. 38 (1948), Cf. Middle Atlantic Area case, 9C. A. B. 
131 (1948). 

51 See app. A. Our decision will give Capital new access to markets having an estimated traffic potential 
in 1956 of over 535 million revenue passenger-miles, besides improving its opportunity to compete in markets 
which it is presently authorized to serve, such as New York-New Orleans, but where it is as yet only a minor 

rticipant. 

Mn In Addition to extending route No. 51 to New York via Baltimore and Philadelphia, we are so modifying 
both route Nos. 51 and 55 as to permit direct service between Atlanta and New Orleans via Mobile and 


Birmingham. 
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these communities. The most significant practical result of the requested 
designation would be to permit the origination and termination at Charlotte and 
Greensboro-High Point of flights to the designated Northeast and Southwest 
cities. However, the carriers have not supported the cities’ requests, nor is there 
any basis for believing that the traffic potential of Charlotte or Greensboro-High 
Point is sufficient to make any one of them a satisfactory terminal point for 
trunkline services. Accordingly, we shall deny the cities’ requested designation 
as midway cities. 

National has opposed extension of Capital’s route No, 51 from Washington to 
New York on the ground that it would result in a duplication of National’s 
services between the Northeast, on the one hand, and Norfolk and Newport News, 
on the other, and subject 5 percent of National’s revenues to diversion. How- 
ever, extension of route No. 51 from Washington to New York in this proceeding 
wil) still not permit Capital to become an effective competitor with National for 
New York-Norfolk traffic. Thus, while National can and does provide New 
York-Norfolk turnaround service, Capital will only be able to serve the New York- 
Norfolk market via 2 stop at Washington and as part of long-haul flights. These 
restrictions are such as to assure National of retaining a dominant position in this 
market. Under such circumstances, there is no need to deny Capital an extension 
of its route from Washington to New York or to impose any additional special 
restriction on Capital in this market. With the foregoing conclusions in mind, 
we shall adopt the examiner’s recommendations with respect to Capital’s 
applications. 

Capital also applied herein for consolidation of tis routes No. 51 and 55. How- 
ever, the limitations of this proceeding are such as to preclude, as a practical 
matter, the authorization of any intra-area services which otherwise might be 
involved in a route consolidation. On the other hand, there is some adminis- 
trative advantage in placing these routes in a single certificate. Accordingly, 
we shall issue an amended certificate for route No. 51 which, in addition to the 
route modifications herein awarded, shall also contain the amended authority to 
operate over route No. 55. 

Trane World.—TWA sought the addition of Tulsa and Oklahoma City to 
route No. 2 and the authority to provide service between Washington and Bal- 
timore, on the one hand, and Philadelphia and New York, on the other hand, on 
flights serving Tulsa or Oklahoma City. The initial decision finds that TWA’s 
application should be granted, and we agree. In addition to providing a desirable 
additional service for Tulsa and Oklahoma City to major Northeast cities and 
major California cities, TWA will provide first one carrier service between the 
Oklahoma cities and Pittsburgh.™= In addition, TWA proposes to operate 
through-plane services between the Oklahoma cities and points in the Ohio Valley 
including Detroit and Cleveland, a service which American is authorized to 
render but has failed to provide. 

Continental has requested that TWA be restricted from the carriage of local 
traffic between Tulsa, Oklahoma City, and Albuquerque in order to protect 
Continental’s present service between these points. TWA is not here seeking 
authority to engage in shuttle service between these points, nor do we find any 
need for such air transportation. Accordingly, we will impose a long-haul 
restriction on TWA’s service which will limit the carrier to serving these points 
on through service. For similar reasons, we find that a long-haul restriction 
should be placed on TWA’s service to protect Braniff’s local traffic between 
Tulsa and Oklahoma City, on the one hand, and Wichita and Topeka, Kans., 
and Kansas City, Mo., on the other hand. 

It is evident that a “closed-door” restriction does not contribute to a sound 
economic operation, and based upon past experience with such restrictions, we 
are reluctant to impose any such restriction unless a clear and convincing need 
has been shown therefor. No such ease has been here presented. For similar, 
reasons, we reject Ozark’s unsupported request that a “closed-door” restriction 
be placed on Tulsa-St. Louis service by TWA. It is also significant that there 
has been no showing that the Tulsa-St. Louis market is the kind of market in 
which a local service carrier should receive special protection. 

Eastern.— Eastern applied herein principally for an extension of its route No. 5 
to Dallas and Fort Worth. In addition, Eastern sought (a) the elimination of 
its present “closed-door’’ restriction in its certificate for route No. 5 on traffic 
between Pittsburgh, on the one hand, and Atlanta, Birmingham, Mobile, and 


8: We are currently herewith authorizing American to serve Pittsburgh which will. enable that carrier 
as well to provide a similar Pittsburgh service for the Oklahoma cities. 
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New Orleans, on the other hand, and (b) a new segment of route No. 47 which 
would proceed beyond Louisville to Paducah and Memphis. 

The initial decision properly concluded that the elimination of Eastern’s 
“closed-door’’ restriction was required by the public convenience and necessity. 
Circumstances have clearly changed since the imposition of the restriction and it 
is no longer necessary to protect the other carriers in these markets. 

On the other hand, the initia! decision erred in finding that Eastern’s Paducah 
application was not within the scope of the proceeding. It is evident that while 
we could not, within the limitations of this proceeding, authorize Eastern to 
provide turnaround local air transportation between Memphis, Paducah, and 
Louisville, such service could be authorized on interarea flights. Thus, since 
Eastern’s proposed Paducah service would be provided on flights between Mem- 
phis, on the one hand, and Washington and New York, on the other, it is clearly 
within the scope of the proceeding. 

However, it is apparent that a principal support for this service would be 
provided by Memphis-Northeast traffic, in which Eastern is now only a minor 
participant, and for which we are authorizing herein additional service by Braniff, 
and making possible an improved service by Capital. Further service is not 
necessary to provide adequately for Memphis-Northeast traffic, and there would 
be clearly no occasion for improving Eastern’s position in this market merely to 
provide Paducah with service unless no practicable alternative is available. 

Ozark is currently serving Paducah on the Louisville segment of its route for 
a temporary period which expires 60 days after our decision on Eastern’s Louisville 
application in this proceeding. Pursuant to this authorization, Ozark is pro- 
viding a convenient local air service between Paducah and Louisville. A variety 
of schedules is available at Louisville to provide long-haul service to the North- 
east for Paducah passengers. Therefore, it is not necessary to add Paducah to 
Eastern’s route as sought by that carrier. 

When we authorized Ozark to provide the Paducah-Louisville service we stated 
that, if it were not for the possibility that Paducah could be better served bv 
Eastern, we would have provided a full 2-year period for the Paducah/Owensboro/ 
Louisville segment. In view of our present decision, it is appropriate to extend 
Ozark’s authority to provide this service until December 31, 1958. 

American.—American sought three principal route extensions in this proceed- 
ing: (1) extension of route No. 4 from Nashville to Houston and New Orleans; 
(2) addition to route No. 4 of Pittsburgh as an intermediate point between 
Cincinnati and Philadelphia; and (3) inclusion of San Antonio on route No. 4 
in such a way as to permit services to and from New York to originate and termin- 
ate at San Antonio.® 

Except for New Orleans’ service, the initial decision indicated approval of 
American’s proposal. For reasons heretofore stated we reject the principal basis 
for the examiner’s conclusion with respect to the authorization of American to 
provide the primary competition with Eastern in the important Northeast- 
Houston market. 

We have also indicated that such additional service as may be required for 
San Antonio should be rendered by Braniff. The traffic potential of this service 
will afford important support for the new route which we are authorizing for that 
carrier. Moreover, the added competition which Braniff will provide in this 
market will lead to substantial improvement in San Antonio’s service to and from 
the Northeast, as well as to the important Midway points which Braniff is to serve. 

We recognize that placing San Antonio on American’s route No. 4 would make 
it practicable for the city, in view of the large number of points on American’s 
route, to receive a substantial amount of new service. However, American’s 
proposed schedules would provide San Antonio with very little new one-plane 
service. American also sought to justify approval of its San Antonio proposal 
on the ground that its “‘principal effect’? would be to permit American to overfly 
Dallas on flights between San Antonio and the Northeast ‘‘which would lessen 
diversion from Braniff Airways’’; but the schedules which American submitted 
all stopped at Dallas/Fort Worth. American did not propose service any more 
direct to the Northeast than it can now provide. On the other hand, the real 
effect of American’s proposal, by permitting origination and termination of flights 
at San Antonio rather than Mexico City, would be to allow American to tap 


% Ozark Renewal case, Order No. E-9510, dated August 22, 1955. 

56 American in argument before the Board suggested that it wishes to provide nonstop services between 
San Antonio and the Northeast, but. its proposed schedules and the testimony of its traffic witness indicated 
that a stop at Dallas/Fort Worth would be made on all flights to and from the Northeast. 

a . is significant that most of the new service is presently available to San Antonio via Dallas/Fort 
orth. 





MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 153 


traffic between San Antonio and Dallas/Fort Worth as support for additional 
service between San Antonio and other points served by American. This would 
have a substantial adverse impact on Braniff’s present route as well as on the new 
service which we are here authorizing it to perform. Accordingly, we shall deny 
American’s San Antonio proposal. 

There remains principally the question of whether additional services should 
be authorized between Pittsburgh and the Southwest.’ We shall consider this 
application along with the others involving additional service to Pittsburgh. 


Service to Pittsburgh 


We have heretofore authorized substantial additional services for Pittsburgh 
in the New York-Chicago area. And we have already issued our decision (which 
we reached contemporaneously with that in the instant case) to improve Pitts- 
burgh’s service to the West by placing that city as an intermediate point on 
United’s route No. 1.% Our decision to grant United’s application in the New 
York-Chicago case rather than American’s was based upon the following predi- 
cate: First of all, it was our conclusion that Pittsburgh’s size, industrial importance, 
and traffic potential warranted a full pattern of service to the West. United's 
proposal, and it was the only one the carrier had before us, would meet Pittsburgh’s 
need for new and additional service to the Central Plains and Pacific Northwest 
areas,®** as well as provide a second service for Pittsburgh for California points. 
There remained a need for (a) first single carrier service between Pittsburgh and 
important points in the Southwest, such as Dallas/Fort Worth and Houston, as 
well as Tulsa and Oklahoma City; (b) more direct service to Memphis and 
Nashville; and (c) a third service to California. 

This could be provided by placing Pittsburgh on route No. 4 which we decided 
to do.** American had two proposals before us for placing Pittsburgh on route No, 
4, one in the New York-Chicago case, and the other in the instant proceeding. 
Both would essentially provide service to the same points in the West and South- 
west. However, the limitations of the former proceeding would require all flights 
to stop at Chicago, whereas in the present proceeding flights serving Pittsburgh 
could serve the Southwest points without an intervening stop, and serve the West 
through a variety of strong intermediate points (e. g., Memphis, Nashville, Dallas, 
Fort Worth, Tulsa, and Oklahoma City). It is, therefore, apparent why Ameri- 
can’s Pittsburgh appiication in the former proceeding was generally regarded as its 
“second best’’ application and that in the instant proceeding as a preferred applica- 
tion. In view of our determination that Pittsburgh should be provided with a 
similar pattern of service to that provided cities in its area of similar economic 
importance and traffic needs, it was appropriate to give preference to American's 
application in this proceeding rather than that in the New York-Chicago case. 

n granting American’s application to serve Pittsburgh on route No. 4, we have 
taken into account the fact that Delta did not seek authority to serve Pittsburgh, 
and that while Braniff sought a Pittsburgh routing, we are of the opinion that the 
routing which we are here awarding the carrier provides a sounder basis for its 
extension to the Northeast. As previously indicated, the development of its 
services in the new markets we are awarding it will entail a considerable effort on 
Braniff’s part, and we are of the opinion that a broader service authorization for 
this carrier would not be in the public interest at this time. 

We shall also add Houston to route No. 4 in order to provide a usable one-carrier 
service between Houston and Pittsburgh. Service between Houston and Pitts- 
burgh is presently provided by the TWA-Delta interchange which also serves 
New York and additional intermediate points south of Pittsburgh. However, in 
view of our authorization of Delta to provide single carrier service in the New 
York-Houston market, the TWA-Delta interchange can no longer be considered 
viable. Moreover, the inherent limitations of this interchange service have 
inhibited the development of satisfactory Pittsburgh-Houston service. We think 
that American will be able to provide Houston with satisfactory service to Pitts- 
burgh, without an undue impact on the Houston-New York market, if Houston 
is placed on route No. 4 subject to a restriction requiring all flights serving Houston 
to also serve Pittsburgh. 

We shall also authorize American to provide service to Columbus on a routing 
through Pittsburgh to New York. The Columbus-New York market was 69th 

% It is in connection with this issue that we have considered contemporaneously the deferred applica- 
tions for additional Pittsburgh service in the New York-Chicago case, supra. 

8 Order No. E-9737, dated November 14, 1955. 

5° See also the Denver Service case, supra. 

® Our action herein in placing Tulsa and Oklahoma City on TWA’s route No. 2 will, of course, permit 
that carrier to provide service between the Oklahoma cities and Pittsburgh. 

6 Assuming that Houston was also added to route No. 4. 
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among the first 100 pairs of points, ranked by passengers, and is one of the top 
markets in which there is now no competitive service available. American 
currently provides Columbus with service to the West and Southwest. The 
additional authorization here granted will enable American as part of its inter- 
area services to provide Columbus with a needed competitive service to New 
York without undue diversion from TWA. 

It has also been suggested that, in adding Pittsburgh to route No. 4, the Board 
should enable American to provide nonstop service between Pittsburgh and Bos- 
ton. However, apart from the question of whether such service was properly in 
issue in the proceeding, we are of the opinion that the adverse effect on TWA of 
granting such right to American outweighs such advantages as it may entail. 
Accordingly, in placing Pittsburgh on route No. 4, we shall not make possible 
any nonstop service to points in New England. 

In adding Pittsburgh to route No. 4, we are, as previously noted, intent on pro- 
viding Pittsburgh with needed new and additional long-haul services to the South- 
west and West. In this connection, consistent with our practice in other cases,@ 
we shall impose a long-haul restriction requiring American on flights serving Pitts- 
burgh to originate or terminate flights at Tulsa or Dallas or points west thereof, 
or at Houston, Tex. 

We turn now to the other applications for improved service for Pittsburgh. We 
agree with the initial decision’s recommendation that Eastern be released from its 
current closed-door restriction on service between Pittsburgh, on the one hand, 
and New Orleans, Atlanta, Birmingham, and Mobile, on the other hand. Our 
action in this regard, as well as the route improvements granted Capital, should 
lead to improved service for Pittsburgh to these important southern points. 

We turn now to the application of Capital for Pittsburgh-Philadelphia service 
which we originally deferred in the New York-Chicago case, supra, and which 
we have considered contemporaneously with applications for similar service in 
the instant proceeding.® he record in the New York-Chicago case amply 
demonstrates a need for competitive air service between Pittsburgh and Phila- 
delphia. In the year 1954 there were over 70,000 passengers exchanged between 
these cities and there was considerable evidence in the record as to need for 
additional service to convenience this traffic. While TWA is currently providing 
a large volume of service through these points, the great bulk of the schedules 
originate or terminate beyond Chicago and are designed to serve the convenience 
of long-haul traffic. The addition of a regional carrier to these markets will 
stimulate the provision of service convenient to local traffic. Accordingly, we 
find that the public convenience and necessity requires appropriate amendment 
of Capital’s certificate for route No. 55 to permit the carriage of local air trans- 
portation between Pittsburgh and Philadelphia. 

The other applications.—As previously indicated, we have selected Braniff and 
Delta to provide important new services in this proceeding because in our judgment 
their need for route strengthening was outstanding among the applicants in the 
proceeding, and the granting of their applications would contribute most to the 
attainment of our objective of more effective competition through greater balance 
in economic strength and opportunity for our trunk carriers. Similar considera- 
tions led us to the route modifications sought by Capital since, in our judgment, 
they were necessary to permit Capital to provide effective competitive services 
over its Southern routes. 

As compared with these carriers, United, one of the big four carriers, it is evident 
can show no need for route strengthening. As for National, its application would, 
if granted, have resulted in considerably fewer public benefits than those of Cap- 
ital or Delta. Since Capital and Delta each possess a network of routes in the 
areas here involved, the new routes we are awarding these carriers will bring’ inci- 
dental improvements in service to many points on their systems. In contrast, 
National’s route system is essentially confined to the east coast, and the granting 
of its application would bring service improvements to a relatively limited number 


of — 
here remain the applications of Aero Finance and North American. The 
examiner has recommended denial of these applications, and we agree. Our 


reasons, however, differ to some extent from his. 
Our decision herein will provide a substantial amount of new competition and 


will no doubt lead to the rapid expansion and development of coach service in the 


#2 See, for example, the restrictions placed on awards to United and TW A in the New York-Chicago case 


and Denver Service case, supra. 
6 The applications herein which would have provided Pittsburgh-Philadelphia service were those of 


Braniff, United, Eastern, and American, 
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markets here involved. All three of the carriers whose routes have been strength- 
ened in this proceeding have indicated their intention to provide coach services 
and the competitive spur that will result for the present dominant carriers will 
lead as well to more aggressive coach development. Thus, our decision should 
result in the primary benefits alleged to flow from the granting of the applications 
in question ™ and at the same time, result in strengthening these carriers over their 
entire system. Were we to grant a completely new route to a new carrier,“ we 
would find it necessary to forego the public benefits flowing from the improvements 
in the existing carriers’ route pattern. We can find no sound basis on this record 
for such result. This is especially significant, insofar as Aero Finance is con- 
cerned, because that carrier’s limited resources and service proposals lead us to 
doubt that it could be expected to attain effective competitive status with TWA, 
whose service it would duplicate. 

Moreover, with respect to North American, we are unable to find this applicant 
willing to comply with the act and the Board’s regulations. In this regard we 
adhere to our findings in the New York-Chicago case, supra. 

Diversion.—We recognize that our decision herein will result in more competi- 
tion than recommended in the initial decision and that the diversionary effect 
on Eastern will be substantially greater. However, as we have previously 
pointed out in the New York-Chicago case, supra, the diversion resulting from 
the newly authorized services will be, at least in part, offset by normal traffic 
growth in the markets involved. In any case, considering the size and economic 
strength of Eastern, we find that the diversion resulting from our decision will 
not have a serious adverse effect on its financial strength or ability to provide 
certificated services. 

Moreover, we are convinced that the public-interest factors involved in the 
attainment of better carrier balance (and the avoidance of further imbalances in 
the size of carriers such as would have resulted from the adoption of the examiner’s 
recommendations) are of greater importance than the possible diversion of 
revenues from American and Eastern in this case. 

While diversion is a factor which must still be considered, it is a less significant 
one today than in the past. We are no longer faced with the problem of heavy 
, Subsidy support for our trunkline carriers—which was a factor which necessarily 
inhibited the award of competitive services and, at an earlier date, made the 
question of diversion of particular importance. On the contrary, there has been 
a remarkable growth in the strength of many of our trunkline carriers, and the 
markets which they serve. This presents a greater opportunity than has existed 
heretofore for the establishment of competitive services. This does not mean, 
of course, that we are now free to authorize unlimited compe.vition, for an excess 
of competition can bring uneconomic conditions and jeopardize the development 
of that sound system of air transportation which is the ultimate objective of the 
act. But it does mean that in sizable markets with promising traffic potential 
we have greater freedom to introduce or enlarge competitive service to insure the 
full development of those markets without burdening the Federal Treasury. 

The question remains, of course, as to just how large a market need be, before 
it will support competition or additional competition. No ready formula is 
available for this purpose; the decision must turn upon all the surrounding facts 
and circumstances. his has been true in the past and must continue to be 
true under our statute. But with the establishment of the larger domestic 
trunkline carriers on a firm, subsidy-free footing, and the great growth aad poten- 
tial in existing markets, we feel warranted in enlarging competitive service in the 
manner authorized in this proceeding. 

Dallas/Fort Worth Airport Controversy.—In its exhibits in this proceeding, 
Fort Worth indicated that it would seek a requirement that all long haul flights 
serving Fort Worth and/or Dallas, render such service through Amon Carter Field. 
In connection with this issue, Fort Worth sought to introduce evidence demon- 
strating the necessity for a consolidation of long-haul schedules at one centrally 
located airport. The examiner, however, stated that he would not receive evidence 
on this matter since it was not an issue which is generally litigated in route pro- 
ceedings and in any case, had not been timely raised by Fort Worth at the pre- 
hearing conference so that the parties could have met it in the preparation of their 
evidence, 

Basically, Fort Worth’s complaint, as we understand it, is that Fort Worth is 
receiving an inadequate volume of service, especially to the Northeast, because of 


« National also relies on the aircoach benefits to be derived from its proposal 
6 This applies to United and National, as well as Aero Finance and North American. 





156 MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


the current airline practice of dividing schedules between Love ™ and Amon 
Carter Field. Fort Worth sought to further show that its airport could be 
satisfactorily used to provide all services for both communities. 

Fort Worth argues that the examiner’s exclusion of this evidence was erroneous 
and that the Board must either reopen the record to receive evidence on this issue, 
or grant a request recently filed by Fort Worth for an investigation of this entire 
issue. 

We have carefully considered Fort Worth’s contentions in the light of the record 
in the proceeding. We note, for example, that despite the examiner’s earlier 
ruling, a considerable amount of evidence was received from Forth Worth’s 
witnesses, as well as others, relating to the adequacy of service for Fort Worth, 
and with respect to the serviceability of Amon Carter for the air transportation 
requirements of Dallas and Fort Worth. Counsel for Fort Worth have not 
indicated in brief or oral argument what additional evidence should have been 
received in order to have permitted a full development of Fort Worth’s case. 

In any case, our decision herein recognizes that Fort Worth should receive 
additional service to the Northeast, and to that end we have authorized two 
additional carriers to provide such service. We think that where we are dealing 
with nonsubsidized operations that we can and should rely on competition to 
solve this type of problem. Accordingly, we do not believe that we should reopen 
the record in this proceeding as requested by Fort Worth. 


Ashbacker considerations 


Several of the carriers have sought deferment of decision on portions of the 
applications herein on the grounds that approval of the service proposals in this 
proceeding would prejudice the establishment of needed services in later proceed- 
ings. Thus, several of the parties have opposed the authorization of additional 
service between the Atlantic seaboard cities of Washington, New York, Baltimore, 
and Philadelphia, on the ground that this issue is also being heard in the New 
York-Florida case (Docket No. 3051 et al.). It has also been suggested that 
authorization of an additional carrier in the New Orleans-Houston market herein 
might defeat the provision of a new Houston-Florida service in the Florida-Texas 
case (Docket No. 5701 et al.), which is also in process. 

We have carefully considered these contentions. However, under the limita- 
tions of this proceeding, the services referred to can only be 1endered on interarea 
flights, and we find that the possible penetration of the markets in question on 
flights so restricted is not such as would preclude the authorization of additional 
services in these markets, if otherwise required by the public convenience and 
necessity. Accordingly, we shall deny the requests for deferment of action on 
applications involving additional service in the New \ork-Washington and 
Houston-New Orleans areas. 

United has also raised Ashbacker claims based on the refusal of the Board to 
consider its applications in Docket Nos. 6001 and 6002 in their entirety.” The 
Board consolidated in this proceeding the portions east of Fort Worth-Dallas only. 
United makes no contention that it has not had full hearings on the Fort Worth/ 
Dallas-New York/Newark portions of its applications, but does contend that it was 
also entitled to hearing on the complete application. 

Similar contentions were made by United at the time the consolidation orders 
in this proceeding were adopted by the Board.® In that order the Board con- 
cluded that the excluded portions of United’s applications were not mutually 
exclusive with those of other applicants consolidated in the proceeding, and that 
the grant of the other applications would not preclude the grant of United’s 
applications. The Board recognized in the order, however, that such determina- 
tion was a preliminary and tentative conclusion, and that United could renew 
its request at the close of the proceeding based upon the evidence presented.® 

Upon consideration of United’s contentions and of the evidence of record we 


Love Field is the airport owned and favored by Dallas. 

8’ The routes sought by United in such applications as originally filed are as follows: 

Docket No. 6001: Between the terminal point Los Angeles, Calif., the intermediate points San Diego, 
Calif., Phoenix, Ariz., Fort Worth/Dallas, Tex., Oklahoma City, Okla., Tulsa, Okla., Memphis, Tenn., 
Nashville, Tenn., Knoxville, Tenn., Washington, D. C., Baltimore, Md., Philadelphia, Pa., and the 
coterminal points New York, N. Y., and Newark, N. J. 

Docket No. 6002: Between the terminal point Los Angeles, Calif., the intermediate points, San Diego, 
Calif., Phoenix, Ariz., Albuquerque, N. Mex., Fort Worth/Dallas, Tex., Oklahoma City, Oxkla., Tulsa, 
Okla., St. Louis, Mo., Indianapolis, Ind., Cincinnati, Ohio, Dayton, Ohio, Columbus, Ohio, Pittsburgh, 
Pa., Philadelphia, Pa., and the coterminal points, New York, N. Y., and Newark, N. J. 

68 Orders Nos. E-7804 and E -8026, adopted on October 8, 1953, and January 8, 1954, respectively. 

o a , —— this order is still pending. United Air Lines, Inc. v. Civil Aeronautics Board, 

. A. D. C., No. 12, 123. 
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TWA and American in this proceeding will not preclude the later grant of United’s 
excluded applications, and that United is not entitled to comparative considera- 
tion of such applications at this time. 

In this proceeding the Board is adding Tulsa and Oklahoma City to TWA’s 
transcontinental route No, 2, and Columbus and Pittsburgh to American’s trans- 
coatinental route No. 4. Service between these new points and all the other 
points on the respective routes of TWA and American is made possible under the 
route awards. It is quite possible and indeed likely that to a certain extent these 
awards diminish the chances of United to obtain favorable Board action on its 
applications Nos. 6001 and 6002 viewed in their entirety as applications for new 
transcontinental routes. Yet the awards here affect only a relatively small por- 
tion of the requests embodied in the United applications. It is clear that United 
in such applications seeks new transcontinental routes duplicating almost point 
by point the existing transcontinental routes of TWA and American,” and that 
the grant or denial of such applications will turn primarily on the question whether 
additional and duplicate transcontinental services are required by the public con- 
venience and necessity. While the addition of Tulsa and Oklahoma City to 
TWA’s route and of Columbus and Pittsburgh to American’s route increases the 
degree of duplication which the Board would have to find in the public conveni- 
ence and necessity, we are unable to find that these changes and additions to the 
TWA and American routes will preclude the later grant of the United applica- 
tions. The award of duplicate and competing services in this very proceeding 
constitutes perhaps the best evidence of the fact that duplicate and even triplicate 
service over major routes can be shown to be in the public interest.” 

In many respects it would be advantageous if the Board were able to con- 
solidate into a single proceeding and dispose of all applications which may be 
affected in greater or lesser degree by awards made therein. In our judgment, 
however, such a practice is impracticable, contrary to the public interest, and is 
not required by Ashbacker. The consolidation of all applications which overlap 
to some degree or as to which Ashbacker is alleged ” would quickly bring about 
a proceeding of such size and complexity as to be almost unmanageable.® From 
an administrative viewpoint such a proceeding would also be extremely costly and 
time consuming, and result in the obscuring of important issues and general stag- 
nation of the administrative process. It would inevitably favor the large carriers 
who can afford the luxury of such a proceeding and who by their knowledge of 
Board procedures would be able to use it to their own ends. It would most 
heavily penalize the small carrier, the financially marginal carrier, and the new 
applicant. It would hamper the Board in the handling of its own docket, in the 
expedition of proceedings directed to areas where new service appears to be neces- 
sary, and vest in the carriers the ability to determine the scope of the Board's 
proceedings. Thus in our judgment such a practice would clearly be contrary to 
the public interest. We are unable to believe that the Ashbacker doctrine 
enunciated by the Supreme Court in a situation where physical mutual exclusivity 
of radio broadcasting facilities and the statutory scheme of the Federal Communi- 
cations Act combined to deprive an applicant of its statutory right to a hearing 
must be given such far-reaching effect in the area of Federal regulation of air 
transportation. To do so would unnecessarily advance private interest at the 
expense of the public interest. 

A related point raised by United in its brief is the contention that the examiner 
erred in refusing evidence tendered by United which would have made comparison 
between United’s excluded applications and the applications of other carriers 
consolidated into the proceeding. We agree that under the provisions of the 
consolidation orders Nos. E-7804 and E-8026 United would have been permitted 
to introduce evidence on the issue of mutual exclusivity. In the present instance, 
however, we are satisfied that United is not entitled to further hearing. In its 


7 Docket No. 6001 seeks duplication of American’s route No. 4, and Docket No. 6002 seeks duplication 
of TWA’s route No. 2. 

71 While not decisive on the issue of mutual exclusivity we nonetheless note that when United’s appli- 
eations are reached on the docket experience under the route awards made in this proceeding together 
with normal industry growth during the interim may furnish evidentiary support for additional route 
awards which would be difficult to justify at the present time. 

7 Past experience fully demonstrates, of course, that applicants are adept at framing and filing protective 

applications which support Ashbacker contentions. For example, the applications of United here under 
consideration were filed on March 16, 1953, or 19 days after issuance of the notice of prehesring conference on 
TWA’s Docket No. 2355, and 1 day prior to the prehearing conference. 
73 The alternative of having preliminary hearing upon the issue of mutual exclusivity prior to hearing on 
the merits would appear to be at least equally undesirable and impractical. Moreover, since the awards 
made at the end of the proceeding usually differ from the applications as filed, the preliminary determina- 
tion of the Ashbacker question would have to be made in the light of innumerable assumed sets of fact and 
in all likelihood would also require redetermination at the time of final decision in the proceeding 


74189—56——11 
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brief it cites only two minor and quickly abandoned efforts to introduce any 
evidence with respect to its excluded applications. Moreover, the material which 
it tendered falls far short of the showing which would be required to demonstrate 
that its applications and the awards made herein are mutually exclusive.“ Finally, 
the record references cited by United indicate that the evidence was not clearly 
and specifically tendered by United for the purpose of showing mutual exclusivity, 
but rather in support of the excluded applications for the purpose of comparing 
them with applications of other applicants consolidated in the proceeding. In 
these circumstances we would not be justified in reopening the proceeding for the 
taking of further evidence on the issue of mutual exclusivity. The time and ex- 
pense to the other parties and the Board, the delay in the final disposition of 
important issues in this large proceeding and in the inauguration of service to the 
public, the lack of a substantial showing that significant and properly tendered 
evidence was excluded by the examiner, all combine to support our conclusion 
that further hearing should be denied. 

Based upon the foregoing conclusions and all the facts of record, we find that 
the public convenience and necessity require: 

1. That the certificate of public convenience and necessity of Trans-World 
Airlines for route No. 2 should be amended: 

(a) By adding Tulsa and Oklahoma City, Okla., as intermediate points 
between Amarillo, Tex., and Wichita, Kans., on segments 1 and 2 thereof; 

(b) By adding a new subparagraph to segments 1 and 2 which will permit 
service beyond Dayton, Ohio, to the coterminal points New York, N. Y., and 
Newark, N. J., via the intermediate points Washington, D. C., Baltimore, 
Md., and Philadelphia, Pa.; and 

(c) To provide (i) that the holder should render service between Baltimore, 
Md., or Washington, D. C., on the one hand, and Philadelphia, Pa., New 
York, N. Y., or Newark, N. J., on the other hand, only on flights which also 
serve Tulsa or Oklahoma City, Okla.; (ii) that flights serving either Tulsa 
and Oklahoma City, Okla., Albuquerque, N. Mex., and Tulsa, Okla., or 
Oklahoma City and Albuquerque, N. Mex., shall originate at St. Louis, Mo., 
or a point east thereof, and terminate at San Francisco or Los Angeles, Calif., 
or originate at San Francisco or Los Angeles, Calif., and terminate at St. 
Louis, Mo., or a point east thereof; and (iii) flights serving Oklahoma City 
or Tulsa, Okla., on the one hand, and Wichita or Topeka, Kans., or Kansas 
City, Mo., on the other hand, should originate at Cincinnati, Ohio, or a point 
east thereof and terminate at Phoenix, Ariz., or a point west thereof, or 
originate at Phoenix, Ariz., or a point west thereof, and terminate at Cin- 
cinnati or a point east thereof. 

2. That the certificate of public convenience and necessity of American Airlines, 
Inc., for route No. 4 should be amended by: 

(a) Establishing a new segment between the terminal point Houston and 
the coterminal points New York, N. Y., and Newark, N. J., via the inter- 
mediate points Nashville, Tenn., Columbus, Ohio, and Pittsburgh, Pa.; and 

(6) Amending segment 1 (a) to permit service beyond Nashville, Tenn., 
via the intermediate points Louisville, Ky., Cincinnati, Dayton and Colum- 
bus, Ohio, and (i) beyond Columbus, Ohio, the intermediate point Akron, 
Ohio, and the terminal point Cleveland, Ohio, and (ii) beyond Columbus, 
Ohio, the intermediate point Pittsburgh, Pa., to the coterminal points 
New York, N. Y., and Newark, N. J. 

(c) Adding restrictions to the certificate which will require (i) that flights 
serving Houston, Tex., should also serve Pittsburgh, Pa., (ii) that flights 
serving Pittsburgh, Pa., shall (a) also serve at least one of the following 
points: Memphis and Nashville, Tenn., Tulsa and Oklahoma City, Okla., 
Fort Worth, Dallas, and Houston, Tex., and (b) originate or terminate at 
Tulsa, Okla., or Dallas, Tex., or a point west of either such point, or at 
Houston, Tex., and (iii) that flights serving Columbus, Ohio, on the one hand, 
and New York, N. Y., or Newark, N. J., on the other hand, shall also serve 
at least one of the following points: Memphis and Nashville, Tenn., Tulsa 
and Oklahoma City, Okla., Fort Worth, Dallas, and Houston, Tex. 


™ For example, exhibit U-10 of United (which physically accompanies the record but which was not 
received into evidence) apparently was the only evidence actually offered by United with respect to its 
excluded applications. This exhibit merely lists the estimated total air passengers for 1953 between United’s 
western cities and cities on the routes proposed by United in its applicaticns 6001 and 6002. Not only is 
essentially the same material already included in the record by stipulation of the traffic surveys, but the 
material even if received would have been of little value in deciding the issue of mutual exclusivity. Like- 
wise in the other instance cited by United, it sought merely to elicit by cross-examination the existence of 
a community of interest between Columbus, Ohio, and points on United’s excluded applications. 
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3. That the public convenience and necessity require that the certificate of 
Eastern Air Lines for route No. 6 should be amended by eliminating therefrom the 
restriction against the carriage of traffic between Pittsburgh, Pa., on the one hand, 
and Atlanta, Ga., Birmingham and Mobile, Ala., and New Orleans, La., on the 
other hand. 

4. That the public convenience and necessity require that the certificate of 
Braniff Airways, Inc., for route No. 9 should be amended: 

(a) By adding thereto a new segment “4” between the coterminal points 
New York, N. Y., and Newark, N. J., and the terminal point Fort Worth, 
Tex., via the intermediate points Washington, D. C., Chattanooga, Nash- 
ville and Memphis, Tenn., Tulsa and Oklahoma City, Okla., and Dallas, 
Tex.; and 

(b) By adding thereto restrictions requiring (i) that all flights on segment 4 
serving Chattanooga, Nashville, or Memphis, Tenn., shall also serve one of 
the following points: Tulsa or Oklahoma City, Okla., Dallas or Fort Worth, 
Tex., Washington, D. C., Newark, N. J., or New York, N. Y., (ii) that all 
flights serving New York, N. Y., Newark, N. J., or Washington, D. C., should 
also serve one of the following peints: Chattanooga, Nashville or Memphis, 
Tenn., Tulsa or Oklahoma City, Okla., or Fort Worth or Dallas, Tex. 

5. That the certificate of public convenience and necessity of Delta Air Lines, 
Inc., for route No. 24 be amended: 

(a) By adding to segments 1 and 2 thereof a new subparagraph (iy) which 
provides for service beyond Atlanta, Ga., to the coterminal points New York, 
N. Y., and Newark, N. J., via the intermediate points Charlotte, N. C., 
Washington, D. C., Baltimore, Md., and Philadelphia, Pa.; 

(b) By adding thereto a new segment authorizing service en route No. 24 
west of the intermediate point New Orleans, La., to the terminal point 
Houston, Tex.; and 

(c) By requiring that (i) all flights serving Dallas, or Fort Worth, Tex., on 
the one hand, and Washington, D. C., Baltimore, Md., Philadelphia, Pa., 
New York, N. Y., or Newark, N. J., on the other hand, should also serve 
Atlanta, Ga., (ii) that all flights serving Washington, D. C., Baltimore, Md., 
Philadelphia, Pa., New York, N. Y., or Newark, N. J., should also serve on 
of the following cities: Atlanta, Ga., New Orleans, La., or Houston,Tex.: 
(iii) that all flights serving Houston, Tex., should also serve at least one of the 
following points: Atlanta, Ga., Washington, D. C., Baltimore, Md., Phila- 
delphia, Pa., New York, N. Y., or Newark, N. J.; and (iv) that all flights 
serving Charlotte, N. C., shall serve at least one point in each of two of the 
following city groups: (a) Fort Worth, Dallas, or Houston, Tex., or New 
Orleans, La.; (b) Atlanta, Ga.; (c) Washington, D. C., Baltimore, Md., 
Philadelphia, Pa., New York, N. Y., or Newark, N. J. 

6. That the certificate of public convenience and necessity of Capital 
Airlines for route No. 51 should be amended in its entirety to read as follows 

1. Between the coterminal points New York, N. Y., and Newark, N. J., 
the intermediate points Philadelphia, Harrisburg, and Pittsburgh, Pa., 
Wheeling, Morgantown, Clarksburg, and Charleston, W. Va, Bristol, 
Tenn.-Va., and (a) beyond Bristol, the intermediate points Asheville, N. C., 
Atlanta, Ga., Birmingham, Ala., Mobile, Ala., and the terminal point New 
Orleans, La., and (6) beyond Bristol, the intermediate points Knoxville and 
Chattanooga, Tenn., Birmingham and Mobile, Ala., and the terminal point 
New Orleans, La.; 

2. Between the coterminal points New York, N. Y., and Newark, N. J., 
the intermediate points Philadelphia, Pa., Baltimore, Md., Washington, 
D. C., Richmond, Va., Rocky izgeat: Raleigh-Durham, Greensboro-High 
Point, Winston-Salem, Charlotte, Hickory and Asheville, N. C., and (a) 
beyond Asheville, the intermediate points Atlanta, Ga., Birmingham and 
Mobile, Ala., and the terminal point New Orleans, La., and (6) beyond 
Asheville, the intermediate points Knoxville and Chattanooga, Tenn., 
Huntsville, Ala., and the terminal point Memphis, Tenn.; 

3. Between the coterminal points Norfolk, and Newport News-Hampton- 
Warwick, Va., the intermediate points Elizabeth City, Rocky Mount, 
Raleigh-Durham, Greensboro-High Point, Winston-Salem, Charlotte, Hick- 
ory and Asheville, N. C., and beyond Asheville as described in subparagraphs 
(a) and (6) of segment 2. 

In addition to the restrictions (1) through (3) currently applicable to routes 
51 and (4) of 55, there should also be provided restrictions as follows: 

(5) Flights on segment ‘2”’ serving New York, N. Y., Newark, N. J., 
Philadelphia, Pa., or Baltimore, Md., shall also serve one of the following 
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points: Atlanta, Ga., Chattanooga, Knoxville or Memphis, Tenn., or New 
Orleans, La.; 

(6) Flights serving Atlanta, Ga., on the one hand, and Birmingham or 
Mobile, on the other hand, shall also serve one of the following points: New 
Orleans, La., Washington, D. C., Baltimore, Md., Pittsburgh or Philadelphia, 
Pa., New York, N. Y., or Newark, N. J.% 

7. That the certificate of public convenience and necessity of Capital Airlines, 
Inc., for route No. 55 should be terminated; 

8. That the certificate of public convenience and necessity of Ozark Air Lines, 
Inc., should be so amended as to extend their existing authorization for service 
to Owensboro and Louisville on segment 4 to December 31, 1958; that the record 
in Docket No. 6035 et al., be reopened to the extent necessary to permit the fore- 
going; and that the above-described authorization be included in the certificate 
o public convenience and necessity to be issued to Ozark Air Lines in Docket 

Yo. 7206; 

9. That the applications of Eastern Air Lines, Inc., in Docket Nos. 6056, 6057, 
6828, 6831, 6832 and 6892 should, except to the extent that they were heard in 
this proceeding, be dismissed without prejudice. 

10. That, except to the extent otherwise granted or dismissed herein, all appli- 
cations should be denied. 

An appropriate order will be entered. 

Rizley, Chairman, concurred in the above opinion. Adams, Vice Chairman, 
filed the attached concurring and dissenting statement. Lee, member of the 
Board, filed the attached concurring and dissenting opinion. Gurney and Denny, 
members, filed the attached joint concurring and dissenting opinion. 


AppEenpix A.—Summary of markets available as a result of Board route awards in 
the additional Southwest-Northeast Service case stated in thousands of revenue pass- 
enger miles estimated for 1956. 
| 
| First compet- | Second com- 


First single | ;,; _ 
coreiae” | itive (second petitive 
Carrier carrier enrciat) 


markets markets 


Fourth, and 
above,carrier 
markets 


| 
American =44, 364 6213, 279 


Braniff i 50,076 | » 4 ©401, 578 222, 176 f 155, 623 
Capital 9, 224 6277, 221 97, 999 f 150, 663 
Delta 35,314 | bee e 542, 301 101, 190 f 140, 443 

°90, 134 56, 531 f 122 869 





GENERAL NOTES 


I. In constructing the revenue passenger-mile figures the following method 
was used: 

1. All pairs of points which could receive new carrier on-line service as a result of the route awards in 
this case and between which the new mileage is within 15 percent of the present shortest certificated 
mileage were selected. In computing the mileage, 75 miles was added for each required stop. 

2. The March and September 1954 surveys were expanded to a 12-month total by the following for- 
mula: M-54X12.66+S8-54X 11.40, and then increased by 25 percent to produce the estimated 1956 level. 

3. All pairs to receive first one carrier service were increased an additional 50 percent, and those pairs 
to receive first competitive service were increased an additional 10 percent over the amount arrived at 
in ‘“‘b’’ above, 

a Includes 4,601 r. p. m. for Pittsburgh-Tulsa and Pittsburgh-Oklahoma City 
which can receive first single carrier service from both American and Trans 
World. 

b Includes 108,097 r. p. m. for Houston-New York which can receive first com- 
petitive service from either American, Braniff, or Delta. American’s service 
will require a stop at Pittsburgh and Braniff must serve Dallas, or Oklahoma 
City or Tulsa. 

c Includes 23,839 r. p. m. for Houston-Washington which can receive first 
competitive service from Braniff or Delta. Braniff service requires a stop as 
shown in footnote ‘‘b.” 


75 Insofar as this certificate eliminates the present restriction (3) on route No. 55 which prevents Capital 
from carrying traffic between Philadelphia and Pittsburgh, Pa., it is based upon the record in Docket No. 
986 et al. 
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d Includes the following listed r. p. m. for the indicated pairs of points which 
can receive first competitive service from either Braniff or Trans World: 


R. p. m. 
AGE) CARRIO, CTI is it, nal, wialinelntciiamuiiptmubititiheleddic 15, 378 
OT ed hak eatin tie ete hina eins dati Gharib wiletis titer eeatiinek bv 25, 194 
ORE ON: A sisi hs tedscins ee nhtelche tik Gini ntiaraim 4nwie ne 8, 676 
PR CE Diccncditocktpenemetiitithivtpedteninadsacniice 7, 284 


e Includes 120,134 r. p. m. for New York-Dallas/Fort Worth and 35,659 r. p. m. 
for Washington-Dallas/Fort Worth which can receive first competitive service 
from either Braniff or Delta. Delta’s service would be required to also serve 
Atlanta as an intermediate stop. 

f Includes 122,023 r. p. m. for New York-Washington which can receive addi- 
seo service, with a long haul restriction, from Braniff, Capital, Delta and Trans 

orld. 

g Includes the following listed r. p. m. for the indicated pairs of points which 
can receive first competitive service from either Capital or Delta: 


R. p. m, 
a 1, 863 
Recep, Ss cilia ts ie atk ett a elie elle tae meant 9, 239 
a 82, 659 
I in 0h, oh tees cat nich eniepteionien dine acai taaenbenen anche shanti 8,018 
I eee tical eee 19, 449 
I  eihemmenel 726 
tad ene tein 1, 731 
i eo Benmmbbneneannaiee at =. ae 
I ete ieee ein 6, 611 
oc tlnenenals eueuhmmn a 2, 486 
I ten eee ke 2, 747 
Py ee  miieee cnet bene. ee 
New Orleans-Washington__..........-..-.- SM ta Rice sikh the tacee deena 21, 766 
an thle tibia meee _.. 18, 604 
ie ewe i 


ADAMs, vice chairman, concurring and dissenting: 

I agree with the majority decision in this case in all respects except that deal- 
ing with the application of North American Airlines. Consistent with my posi- 
tion as stated in a separate opinion in the New York-Chicago Service case and 
the Denver Service case and in light of the pendency in the courts of basic prob- 
lems directly affecting the entire operations of North American Airlines, I believe 
that action on this carrier’s applications in this case should be deferred by the 
Board until the matters before the courts have been disposed of by them. 

[S] Joserpn P. Apams. 
MemsBeER Lez, concurring and dissenting: 

I concur with the majority decision on most of the issues in this case, but I 
cannot agree to grant American a new route from Houston to the northeast by 
way of Pittsburgh because such an award will increase the already unhealthy 
dominance of that carrier and worsen the competitive unbalance which now 
exists in the airline industry. While it is true that the majority is making very 
substantial extensions and improvements to the route systems of Braniff, Capital, 
and Delta, yet the majority is also adding size and strength to American in this 
case which should go to Braniff and Capital as follows: I would select Braniff 
instead of American to serve Pittsburgh, and Capital instead of American to 
serve Houston. 

The majority’s selection of American over Braniff and Capital to serve Pitts- 
burgh and Houston, respectively, cannot be justified by any of the usual tests 
of public convenience and necessity by which the Board is normally guided. For 
example, the route systems of the two smaller carriers provide more logical route 
extensions and more integration than American’s route system. It is difficult to 
imagine a route extension which will provide less system integration than the 
branch which is being grafted on to American’s transcontinental system at Nash- 
ville. American’s new route from Nashville to Houston is not a logical extension 
of any part of itssystem. On the other hand, the extension of Capital to Houston 
would be a logical continuation of its route from New Orleans to a stronger 
terminal. By that short end-on extension of only 300 miles, Houston would be 
connected with 35 cities now served by Capital, including Pittsburgh, and thus 
Capital would provide additional service which neither American nor Delta by 
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the majority decision can provide between Houston, on the one hand, and such 
cities as the following on the other: Mobile, Winston-Salem, Greensboro, Raleigh, 
Norfolk, Charleston, W. Va., Richmond, Cleveland, Akron, Youngstown, Erie, 
Buffalo, and Rochester. Similarly, by the addition of Pittsburgh to the route 
which is being given to Braniff, direct service would be provided to Pittsburgh 
not only from Fort Worth-Dallas and Houston, but from every southwest city 
located within the limits of this case. 

On the basis of need for stronger route systems, Pittsburgh should go to Braniff 
and Houston to Capital instead of both cities going to American. Obviously 
American does not need its route system strengthened since it already has the 
strongest route system in the industry. Braniff on the other hand, has one of 
the weakest route systems ia the industry. In fact, it was having difficulty stay- 
ing off of subsidy even before the Denver Service case which will result in diver- 
sion between Kansas City and Chicago. Thus, on the basis of need, Braniff is 
much more entitled to have Pittsburgh added to its new route extension. than 
American is to have it added to its already strong system. 

Capital also needs additional size and strength. While it is true the Board 
has strengthened Capital’s system in recent route cases, both by new route awards 
and by removing restrictions, yet it is also true that the Board has in those same 
eases given Capital heavy new competition as follows: (1) Northwest was given 
unrestricted authority between Detroit and New York; (2) TWA was authorized 
to operate between those 2 same cities, making 5 carriers in that market; 
(3) TWA was placed over Capital’s back between Cleveland and New York, 
making 3 carriers in that market; (4) TWA and (5) Northwest were both 
certificated in competition with Capital between Chicago and Detroit, making 
5 carriers in that market; (6) Northwest was certificated between Chicago and 
New York simultaneously with the removal of Capital’s restriction between those 
2 cities, making 5 carriers in that market; (7) United and (8) American 
were placed over Capital’s back between Pittsburgh and New York, making four 
carriers in that market; (9) Eastern had its “closed door’’ restriction changed to 
a longhaul restriction which enables it to compete with Capital from Pittsburgh 
to Detroit by way of Cleveland, making 3 carriers in that market; and (10) 
in the instant case the Board is lifting the restriction on Eastern and thereby 
placing it over Capital’s back between Pittsburgh and southern cities like Atlanta 
and New Orleans. , 

It should be noted that the new competition which has been given to Capital is 
not from small and weak carriers but from the giants of the industry. Thus, it 
should be apparent that while the Board has strengthened Capital’s route, prin- 
cipally by removing restrictions, yet due to the severity of the competition which 
has been simultaneously given to it, the recent decisions so far as Capital is con- 
cerned amounted to a mixed blessing since the new effect still leaves that carrier 
very much in need of additional size and strength. The extension of Capital’s 
route to Houston would provide it with a stronger terminal than it presently has 
and supply much of the strength which the southern part of its system so badly 
needs, 

Then again by the test of which applicant’s route system already serves more 
of the people to be convenienced by the new service, Braniff and Capital rather 
than American should be selected. American serves neither Pittsburgh nor 
Houston, but is being injected into new territory at both ends of the new route 
awarded to it in this case. On the other hand, Capital serves all of the cities in the 
northeast area to which the southwest area requires service. Likewise, Braniff 
serves Housaun, Fort Worth, Dallas, Brownsville, Corpus Christi, San Antonio 
and Austin, and could by the inclusion of Pittsburgh on the route extension which 
is being granted in this case provide all of these cities with direct single-plane serv- 
ice to the places in the Northeast where the record shows they want to go. Con- 
sequently, if the Board followed its customary policy it would utilize these two 
carriers to provide the required service between these two areas. It is, therefore, 
a departure from the criteria by which the Board customarily selects applicants 
for it to select one which requires an entirely new route with service to new cities 
at both ends of the route as is being done in this case. 

Moreover, the majority is departing from the overall and long range public 
interest standard for selecting applicants when it gives American, who already 
has the best route from this area to the Northeast, the next best one also. There 
is no slide rule test by which the Board can determine scientifically which of a 
number of applicants should be selected to provide the required service. The 
Board must use its best judgment to make the award in the public interest. In 
applying the standard of public interest, it is the duty of the Board to distinguish 
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between the interest of a small but articulate segment of the public and the 
interest of that much greater but inarticulate portion of the public. It is also 
the duty of the Board in applying the public interest aaiena when granting a 
Federal franchise by authority of the National Government to distinguish between 
the local interest of one community and the overall public interest of the entire 
country. Furthermore, it is the duty of the Board whan handing out permanent 
certificates for the establishment of a permanent route structure to do so on the 
basis of the long range public interest. 

It is difficult to understand how it can be in the public interest on an overall! 
basis to continue to build up the largest carrier in the industry at the expense of 
the smaller carriers so that in the future there could be only a few airlines. Of 
course, a few airlines could provide air transportation for the entire United States, 
but, judging from the situation in other industries which are dominated by a few 
large companies and where competition is so genteel as to not give the public 
the maximum benefits of vigorous competition, it is my belief that the public 
interest in this case requires the strengthening of the smaller carriers relatively 
more than the larger carriers in order to assure the public that it will have vigorous 
competitive service not only for today, but for the future as well. 

There can be effective competition only between carriers of reasonably com- 
parable size and strength. For example, in 1953 ® American carried 70.6 percent 
of the traffic between Boston and New York; Eastern, operating under a restric- 
tion, carried 22.7 percent; while Northeast with no restriction, except that of 
being small and weak by comparison, was able to carry only 5.9 percent of the 
traffic. It should be apparent from this example that the public interest requires 
a reasonable competitive balance between the airlines in order that effective com- 
petition will be assured. 

There already exists an unhealthy disparity in size and strength between the 
large and small airlines. This competitive unbalance has been increasing since 
1946. During that year American together with the 3 next largest airlines 
carried 68.3 percent of the traffic. That was in 1946, but that situation has 
slowly worsened. In 1953 American together with the 3 next largest airlines 
carried 74.2 percent of the total ton-miles of domestic traffic and in 1954 they 
carried 74.6 percent of it, There are 13 trunk airlines in the domestic field and 
yet 1 airline carries almost one-fourth of the traffic and 4 airlines carry three- 
fourths of the traffic, Thus, it should be apparent that not only is there already 
an unhealthy disparity in size and strength between the large and small airlines, 
but that it is actually increasing. 

When there is a wide disparity in the ability of carriers to earn profits it is 
difficult to pass on to the public the benefits of profitable business in the form of 
low fares. Fares cannot be reduced below the level of the most uneconomic 
route system in the business without bankrupting the owner of that route system. 
Fares could be reduced today on the basis of the profits of the carriers with the 
strongest route systems. But unfortunately the fare level must be established 
on the basis of the carriers with the weakest route systems as well as those with 
the strongest route systems. Therefore, from a long-range standpoint, a reason- 
able competitive balance is necessary if the public is to obtain the benefits of a 
prosperous aviation business in the form of lower fares. 

The same is true with respect to improved service. If the air transportation 
business is dominated by only the big carriers, again judging from other businesses 
which are dominated by a few big companies, the public runs the risk of being 
deprived of the type of service and equipment which result only from vigorous 
competitive efforts. Air transportation has made rapid strides in the past decade 
because of the vigor of the competitive efforts of all of the airlines. But if, follow- 
ing these last major route cases, the domestic airlines settle down to a plateau of 
routine business dominated by a few large carriers whose policies set the pace, 
much of that competitive vigor will disappear. And again judging from the 
pattern set in other fields of business, a mutual understanding will spring up be- 
tween the big companies and they will resist progressive innovations and extras 
in service as the unnecessary dissipation of profits. The small carriers then being 
unable to do anything else will follow suit and the public will be the loser. 

The majority agrees with this policy in its opinion but differs with it in its 
order. I agree so completely with the language in the majority’s opinion that I 
must quote 10 of the best sentences. 

1. “The statutory objective of a sound national air route structure requires, 
in the selection of a carrierfto provide needed new services, consideration of the 
applicants’ competitive positions and their relative need for strengthening.” 


% Throughout this opinion I shall use the 1953 traffic figures when making comparisons with American 
because of the strike which interrupted American’s operation in 1954. 
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2. “It is vital, in our opinion, to so develop the national air route structure 
as to tend to decrease rather than increase the gap between the relative size 
of the Big Four carriers and the smaller trunks.” 

3. “We cannot ignore the fact that substantial route awards to the larger 
carriers would tend to create a greater unbalance in carrier size, and thereby 
adversely affect the ability of the smaller trunks to compete effectively in 
markets which they jointly serve with the larger carriers.” 

4. “We believe that the benefits to be derived from effective competition 
will be spread to a greater number of cities if the size disparity between the 
smaller and larger carriers is reduced.” 

5. “In many markets which are jointly served today by a small trunk and 
a Big Four carrier there is no effective competitive service because the 
smaller carriers’ resources and route systems inhibit them from challenging 
their larger competitors.” 

6. “To the extent that we choose a small trunk instead of a Big Four 
carrier to provide a needed new service in high density markets, we enlarge 
the small carrier’s opportunity to render effective competitive service in 
other markets which they are already authorized to serve.” 

7. “Unless the relative economic opportunity—and basically this means 
route systems—of the smaller carriers approaches more closely that of the 
Big Four, their competitive position and ability to weather economic adversity 
are bound to suffer.” 

&. “The current disparity in size between the Big Four and the smaller 
trunks is indicated by the fact that the former carry 74 percent of the total 
domestic traffic, and that American alone carries more than the combined 
total of all the trunks outside the Big Four.” 

9. “It is of considerable significance that the dominance of the Big Four 
applies particularly to the high density markets, and this enables them to 
attain greater economy in operating costs and flexibility in scheduling of 
service.” 

10. ‘‘Adoption of the initial decision’s position selecting American to 
provide first competitive service in the rich Houston-New York market and 
Eastern to compete with American in the equally important Ft. Worth— 
Dallas—Northeast market would tend to solidify the economic superiority of 
the Big Four over the smaller carriers.” 

But in spite of these fine declarations of policy in the opinion, the majority in its 
order passed up what may well be the last good opportunity to reduce the disparity 
in size and strength between the large and small carriers and actually increased 
it by giving the largest carreir who already has the best route from the Southwest 
to the Northeast the next best route also. 


The Dominance of American 


By every measurement of economic strength American is larger and stronger 
than any other domestic carrier. The situation would not be disturbing if most 
of the other trunklines were reasonably near the same size as American. How- 
ever, only three other carriers even approximate the size and strength of American. 
Those three, Eastern, TWA, and United, with American constitute the Big Four. 
But the real disturbing fact is the wide disparity in economic size between Amer- 
ican and the small trunks. The even more disturbing fact is that that disparity 
has been increasing since 1946 with the result that in 1953, the last full year that 
American’s operations were not interrupted by a strike, American carried 8 
million more ton-miles of traffic than Braniff, Capital, Chicago and Southern, 
Delta, National, Northwest, Colonial, Northeast, and Continental combined.” 

As much as 11 years ago the Board was concerned about the dominance of 
American Airlines. On September 27, 1946, by unanimous decision, it denjed 
the acquisition of Mid-Continent by American on the grounds that its dominance 
gave it too much competitive advantage. In its opinion in that case the Board 
said: 


™ The overall revenue ton-miles (including passenger and nonpassenger traffic, with passengers converted 
to a standard weight of 190 pounds) in scheduled domestic service for the calendar year 1953 were as follows: 


National 

51, 185, 000 | Northwest 

75, 853, 000 | Colonial ___- 

70, 217, 000 | Continental 
Northeast_......- 


* January 1 to April 30. 
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“These underlying circumstances of size and competitive position are critical 
factors in measuring the application now before us against the standards of public 
interest set forth in section 2 of the act, in particular, the injunctions to promote 
sound economic conditions in air transportation (subsection (b)) and to consider 
in the public interest competition to the extent necessary to assure the sound 
development of an air transportation system properly adapted to our needs 
(subsection (d)). 

“Several of the interveners herein, notably Braniff and Delta, have strenuously 
urged us to recognize their subjection to severe economic disadvantage by reason 
of the wider scope of American’s operations and of that company’s control of 
traffic flowing to or from points beyond the route systems of the protesting carriers 
We need not assay here the accuracy of the computations offered by the propo- 
nents of these arguments in support of their position; it suffices for us to observe 
the core of truth in their thesis. In the first place, it is part of the generally 
accepted business concept of goodwill that the company serving the larger num- 
ber of customers to their satisfaction will on that account enjoy a competitive 
advantage in soliciting patronage for additional service. Itis only human nature 
to elect a service or commodity of known value rather than to risk a choice of 
the less familiar. In this respect American, through the mere volume and geo- 
graphical scope of its operations, inevitably holds a position of some favor over 
its competitors of more limited operation, and this is a competitive advantage 
apart from that gained by virtue of greater expenditures for advertising and 
promotion and the various luxuries and extra services which, generally speaking, 
can be afforded only by the larger organizations. 

“In the second place, the wider the geographical scope of a carrier’s operations 
in comparison with a particular rival, the greater the competitive advantage 
which it will enjoy through its control of traffic originating at or destined to 
points to which the other carrier does not have access. Because of this fact, 
the extension of a carrier’s system may enable it to divert a substantial amount 
of traffic from a competing carrier without at the same time rendering a service 
more attuned to the public convenience and necessity.” 

That opinion expressed the Board’s concern over the dominance of American 
in 1946. But its dominance is even greater today than it was then. During 
1946 American carried 22.7 percent of all of the domestic traffic measured in ton- 
miles, but in 1953, its last full year of operation, American carried 24 percent 
of the total domestic traffic, whereas Barniff and Capital together carried only 
7.6 percent of that total traffic. 

Not only is American’s dominance greater today than it was in 1946, but it is 
still increasing as shown by a comparison of the participation of the various 
carriers in net operating income before taxes for the first 6 months of 1955." 
For that period American enjoyed 30.7 percent of the total airline industry income, 
whereas all nine of the smaller trunks combined realized only 25.2 percent. Yet 
the majority in this very case in augmenting the rate of increase in that dominance 
by giving American the two heavy traffic cities of Houston and Pittsburgh. 

The major factor in any airline’s capacity to earn profits is its route system. 
American already has the best moneymaking route system in the industry 
without the addition of Pittsburgh and Houston. The record shows that there 
are 33 citiesin the United States having a metropolitan population of half a 
million or over.” American presently serves 22 of these; United serves 19; 
Eastern serves 19; TWA serves 18; Capital serves 15; Delta serves 11; and 
Braniff serves 9. The majority decision in this case will give American two more 
of such cities so that it will then serve 24 of the 33 largest cities of the United 
States. 

As a result of being able to connect so many more of the large traffic centers 
than any other carrier, American’s domestic route system already produces sub- 
stantially more dollar’s worth of traffic per mile than the route system of any of 
its competitors. It is interesting to note the number of ton-miles of traffic 
produced in 1953 per route-mile over the route systems of the following carriers: 


Carrier: Ton-miles | Carrier—Continued Ton-miles 
60. 4 Eastern 39. 2 

53. 3 Capital 

Braniff 


7 See appendix 1, 
7? See appendix 2. 
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This means that American’s route system is more than six times as profitable 
per mile than Braniff’s and more than three times as profitable per mile than 
Capital’s. In other words, Braniff must operate almost 7 miles of its route system 
to produce as much as American produces in operating 1 mile of its system. 
That is a staggering handicap for a competitor. Yet the majority is not only 

assing by an opportunity to reduce this wide disparity in competitive advantage, 
but is actually increasing it by adding to the richest route system in the industry 
two more of the richest traffic centers in the country. 

Both the size and pattern of American’s route system give it a strong com- 
etitive advantage over other carriers. If a line is drawn on the map of the 
Jnited States from San Francisco to Boston it can be correctly said that the 

east-west transcontinental traffic south of that line is dominated by American 
Airlines. It dominates the traffic market between the southwest and the north- 
east by virtue of its own routes and then by means of interchange arrangements 
with three other carriers it dominates the traffic market between the southwest 
and the southeast as well. American’s route pattern forms a cross upon the map 
of the United States. It not only has asystem of east-west routes which blankets 
the contenent from coast to coast, but also has a north-south system of routes 
from Canada to Mexico through the heart of the nation which permits it to control 
the traffic markets between the cities of Texas, Oklahoma, Arkansas, Tennessee, 
and Missouri on the one hand, and such important industrial cities in the north 
central area as Chicago, Milwauke, Detroit, Buffalo, Cleveland, Columbus, and 
Cincinnati on the other. Furthermore, American is the only transcontinental 
carrier which has a route up and down the rich northeast seaboard from Washing- 
ton to Boston. 

Another advantage which American has over its competitors is with respect to 
restrictions. National cannot operate shuttle service between Washington and 
New York, but American can. Eastern has a restriction on its route from 
Richmond to Washington and Boston, but American is unrestricted on that 
route. Northwest, United, and TWA cannot operate shuttle services between 
Chicago and New York, but American can. United and TWA cannot operate 
shuttle service between Chicago and Washington or between Chicago and Detroit, 
but American can. United and TWA cannot operate shuttle service between 
Detroit and New York, but American can. Eastern and National have longhaul 
restrictions along the Atlantic Seaboard, but not American. In fact, of the 
transcontinental carriers, American alone has no longhaul restrictions in the area 
defined by the New York-Chicago case. This gives American a strong advantage 
in those markets as shown by the following percentages of the traffic which each 
airline carried in 1953: 


Between New York and Chicago: Percent | Between New York and Wash- Percent 
American carried > "4s ington, D. C.: 
TWA ecarried___-_-_- _. 23:5 American carried 
United carried____.__._._... 25.9 Eastern carried 

Between New York and Boston: National carried____-_ 
American carried 70.6| Between Washington, D. 
Eastern carried_.__....... 22.7 and Chicago: 
Northeast carried_________ 5.9 American carried 

Between New York and Detroit: Capital carried ___ 
American carried 68.1 United ezrried 
Northwest carried 18.6 TWA carried _ - 
United carried 5.0 | Between Boston and Washington, 
Capital carried 6.6 D. C.: 

Between Chicago and Detroit: American carried 
American carried a Eastern carried 
Capital carried 
United carried 


These percentages show the advantage which American has over its competitors 
in markets where they are operating under long-haul restrictions and where Amer- 
ican is unrestricted. 

Every time American secures an additional route advantage over its competitors 
it not only increases the present disparity but increases the ease with which it 
gains still more advantage. Its overshadowing dominance has a snowballing 
effect. Each route acquisition gives it that much more advantage in the next 
route case. The award to American in this case, taken together with the award 
to it in the Denver Service case, will increase its dominance even more. There- 
fore, it is necessary to appraise the effect of both awards to American in order to 
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accurately appraise its relative position of dominance in the industry after the 
award in the instant case. 

In the Denver Service case, American was given access to traffic which in 1954 
amounted to well over $60 million. That award is, in effect, a new transcontinental 
route for American although it was secured through the device of merely getting 
a restriction removed which prevented nonstop service between San Francisco 
and Chicago. American applied in that case for authority to serve Denver. 
However, as the case developed it became apparent that American’s major interest 
was not particularly Denver, but a new route from San Francisco to Chicago. 
United objected on the grounds that American’s application was in effect “an 
entirely new transcontinental route.” But the Board overruled United and 
American vigorously prosecuted its application to remove the restriction which 

revented it from providing direct service between San Francisco and Chicago. 

he Board found that there was need for additional service over this route and 
selected American Airlines to provide it. The Board thus granted American, in 
effect, a new transcontinental route with a restriction requiring a stop at Chicago. 
As a result of that award American can offer single plane or one-carrier service to 
San Francisco from all of its points on routes 7 and 25 east of Chicago, a-traffic 
potential of over $60 million annually based on 1954 traffic figures. 

In the instant case American is being awarded the Houston-Pittsburgh route 
which gives it access to another volume of traffic which in 1954 amounted to 
approximately $15 million. Thus in two proceedings the largest and strongest 
carrier in the industry is being given access to two rich routes which produced 
over $15 million worth of traffic in 1954. Due to the advantages which American 
already has because of its size and strength, as emphasized in the Board opinion 
quoted above, American will carry more of the traffic over these two rich routes 
than any of its competitors. For example, American, TWA, and United compete 
between Los Angeles and New York; yet in 1953 American carried 38.5 percent of 
that traffic. Undoubtedly, American will have the same advantage of its greater 
size and strength and eventually carry more traffic than its competitors in the San 
Francisco market. American’s advantage will also be of major importance on 
its new Houston-Pittsburgh route where its competition will be for the most part 
with smaller carriers. Thus it is evident that these two recently acquired rich 
routes will result in further increasing American’s dominance in the domestic field 
of air transportation. 


Protective restrictions 


The majority is giving American a route from Houston to New York through 
Pittsburgh and is at the same time undertaking to offset the damage resulting 
from that decision by establishing a number of protective restrictions. I agree that 
the restrictions are necessary under the conditions which it is creating by placing 
American in Houston and Pittsburgh. But the very fact that so many restrictions 
are made necessary by that award should in itself raise a question about its sound- 
ness. The majority is placing American into Houston on a route extension which 
at present has no relationship whatever to American’s transcontinental system. 
Although American is a transcontinental carrier, it is restricted to a turn-around 
service at Houston. Likewise, it is restricted to a stop at Pittsburgh on all flights 
from Houston to the Northeast. No one familiar with the history of restrictions 
would dare to predict how long those restrictions will prevent American from 
eng Houston with transcontinental service or with nonstop service to New 

ork. 

Under my proposal to place Braniff in Pittsburgh instead of American, and 
Capital in Houston instead of American, none of these restrictions would be neces- 
sary. However, they serve to soften the first impact of this indefensible award 
to American. It has been the history of restrictions that they have been helpful 
in securing new routes which would not have been granted without them. This 
was the case when American was put into San Francisco but that restriction has 
now been removed. It has also been the history of restrictions that they are 
easier to remove than new routes are to get. Closed door restrictions and restric- 
tions against nonstop service are weak reeds upon which to lean. They are much 
less durable than longhaul restrictions against shuttle service. Eastern, TWA, 
United, and Northwest all tried to get their longhaul restrictions removed in the 
New York-Chicago case, but were unsuccessful. Yet in the Denver Service case, 
American had no difficulty in getting the restriction removed which prevented it 
from nonstopping between San Francisco and Chicago, and it should be further 
pointed out in connection with that same route that the only thing that prevents 
American today from providing nonstop service from San Francisco to New York, 
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Detroit, and Washington is that same easy-to-remove type of restriction against 
a nonstop. 

It will be only a matter of time, and not a very long time at that, until American 
will ask the Board to allow it to “close the gap”’ (a very appealing phrase), in its 
transcontinental route between El Paso and Houston via San Antonio, and “‘elim- 
inate the uneconomic stub end” at Houston (another appealing phrase), “‘and pro- 
vide the people of Houston and San Antonio the improved transcontinental service 
to which they are entitled.” Likewise, American will seek to remove the restric- 
tion requiring a stop between Pittsburgh and the west coast. ce pore of those 
cities will support these applications with all of the means at their disposal. 

Under the present prosperous conditions in aviation the words ‘‘restriction,”’ 
“gap,” and “stub end” have bad connotations to progressive minds, and are not 
too difficult to eliminate. After a short lapse of time following the award, a 
carrier can make a very appealing case against a “‘burdensome’”’ restriction. 
These restrictions and these gaps in the route system and these stub ends are 
cheerfully accepted when the case is first decided, but soon after the time for 
reconsideration has lapsed, the alert carrier files an application requesting the 
Board to lift the “archaic’’ restriction, or eliminate the ‘‘uneconomic” stub end 
by closing the ‘‘awkward” gap in its route system in order that “‘improved service” 
may be provided in the public interest. Therefore, any realistic appraisal of the 
effect of the awards to American in the Denver Service case and in this case must 
consider the protective restrictions in both cases as temporary. It is not likely 
that nonstop rights between San Francisco and New York will be denied to 
American for a very long period of time. The same is true of nonstop rights 
between Houston and New York, and between Pittsburgh and California. 
Neither is it likely that the people of San Antonio and Houston will be denied 
transcontinental service by American for very long. 

Therefore, only when these developments are considered as almost sure to 
happen can the entire import of the 2 awards in these 2 cases be accurately 
appraised. It requires no further discussion to realize that American’s already 
unhealthy dominance in the industry and the corresponding competitive unbalance 
will be substantially increased by the majority decision in this case. 

(S) Josu LEB. 
APPENDIX 1 


Trunkline operating income first 6 months of 1955 


Net operating Percent 
income (before | trunkline 
taxes) total 


Big four: 
EERE SCE RTELS OF! SSP EBLE ES CaS She ee é 
United 4 7, 447, 000 
Eastern 16, 938, 000 
WwW ; 1, 506, 000 
A 2 ae til 
43, 941, 000 
Middle Six: 
Delta J 4, 321, 000 
National 6, 087, 000 
Capital —304, 000 
Northwest. ; 1, 089, 000 
Braniff 1, 954, 000 
Western 1, 594, 000 


Ecce e sane now odds udpooeehcoarecesecesesece= 14, 741, 000 


i) 
o 


Small Three: 
IND 2... cn sntninitnnnibeuen a Dtwtatinmimmdhenneiemar néleebiansieelnell 403, 000 
Northeast — 258, 000 


Colonial —111, 000 


34,000 | 
Trunkline total 58, 716, 000 
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APPENDIX 2 


Cities IN THE UNrTED States HavinG A METROPOLITAN POPULATION OF 500,000 
oR OVER 


San Francisco—AA, TWA, UAL. Cleveland—UAL, TWA, AA, CAP, 
Seattle—UAL. EAL. 

Portland—UAL. Columbus—-TWA, AA, EAL. 

Los Angeles—AA, TWA, UAL. Cincinnati—AA, DAL, TWA. 

San Diego—AA, UAL Louisville—EAL, TWA, AA, 
Denver—UAL, BRF Albany—AA, TWA. 

San Antonio—BRF, EAL, AA suffalo—CAP, AA, 

Dallas—AA, DAL, BRF Youngstown—UAL, CAP. 
Houston—BRF, EAL, DAL Pittsburgh—TWA, CAP, UAL, EAL. 
New Orleans—CAP, BRF, EAL, DAL Boston—TWA, AA, UAL, EAL. 
Birmingham—EAL, DAL, CAP Providence—UAL, EAL, AA. 
Atlanta—EAL, CAP, DAL New York—EAL, AA, TWA, UAL, 
Minneapolis—BRF, CAP CAP. 

Milwaukee—AA, CAP, UAL. Philadelphia—EAL, AA, TWA, UAL, 
Chicago—AA, EAL, TWA, UAL, CAP, CAP. 

DAL, BRF. Baltimore—EAL, AA, TWA, UAL, 
Indianapolis—TWA, EAL, DAL, AA. CAP. 

Kansas City—BRF, TWA, DAL, UAL Washington—EAL, AA, TWA, UAL, 
St. Louis—EAL, TWA, DAL, BRF, AA. CAP. 
Detroit—EAL, AA, TWA, UAL, CAP, 
DAL. 
Members GurNEY and DENNY, concurring and dissenting: . 

We disagree with the majority in authorizing an extension of Braniff’s route 
No. 9 from Fort Worth/Dallas to New York and Washington via the intermediate 
points of Memphis, Nashville, and Chattanooga. We are also in disagreement 
with the decision insofar as it extends Capital’s route No. 51 beyond Asheville to 
Atlanta, Birmingham, Mobile, and New Orleans, and beyond Washington to 
Baltimore, Philadelphia, and New York/Newark. Neither of these authorizations 
will confer sufficient public benefits to warrant the additional competitive services. 
To the contrary, the awards will result in uneconomic competition contrary to 
the public interest. 

Our basic difficulty with the Braniff authorization is that it represents an illogical 
extension of the carrier’s system into highly competitive markets in such a manner 
that it will weaken, rather than strengthen, Braniff’s overall economic position. 
It provides the public with no service improvements of any consequence, supplies 
competitive service which is both unneeded and ineffective, and results in a 
situation which will mean a heavy economic drain upon the carrier. 

The application of Braniff in this proceeding sought an extension of route No. 9 
beyond Tulsa to New York (a) via Pittsburgh, Philadelphia, and Newark and 
(b) via Washington, Baltimore, Philadelphia, and Newark. No service was con- 
templated by Braniff to any of the midway cities. Braniff’s proposal was geared 
to the need of Tulsa and Oklahoma City, and its Texas points, for additional 
service to Pittsburgh and the Northeast. The facts of record concerning any 
route extension for Baniff are all related to the above proposal. Both bureau 
counsel and the examiner carefully considered the evidence of record and found 
that Braniff’s proposed route extension was not required by the public conveni- 
ence and necessity and recommended that the application be denied. We agree. 
It appears that the majority also agree with bureau counsel and the examiner. 
The decision is silent on Braniff’s original proposal, but the carrier is denied the 
route sought by its application. However, the majority conceived a new route 
for Braniff and granted it an extension from Fort Worth/Dallas to New York 
and Washington via the intermediate points of Memphis, Nashville, and Chatta- 
nooga. 

Confronted with this situation, we find ourselves in a difficult position in making 
an economic analysis of the award to Braniff. It is apparent that the majority 
faced a similar problem, and as a consequence, constructed a new estimate in an 


® It should be remembered throughout that until now Braniff’s proposal has been weighed upon the 
assumption that it-would be the-second carrier between its Southwest cities and the Northeast, and the 
recommendations of bureau counsel and the examiner were made on that basis. With the other authori- 
zations granted herein, however, Braniff will now be the third or fourth carrier in these markets, and its 
route as presently set up is infinitely weaker than its original proposal. 
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attempt to justify the extensive route granted. An analysis of the majority’s 
estimate will show that it is entitled to little weight. 

The decision contains only a traffic or revenue estimate. It is calculated that 
the markets involved in Braniff’s route extension during the year 1956 will 
amount to $37 million annually and that Braniff would have obtained $11 million 
of the market as its share. owever, there is no determination as to what pro- 
portion, if any, of the $11 million would be a profit to Braniff. Obviously, a 
traffic estimate without proposed schedules and costs has no value whatsoever in 
supporting a conclusion that a given award will strengthen a carrier. 

From the information available, we are unable to reconstruct the revenue esti- 
mate of $11 million. However, it is self-evident from the footnotes in appendix 
A that the majority decision has included traffic from markets where Braniff 
cannot reasonably be expected to share, For example, the traffic estimate in- 
cludes Houston-New York traffic even though Braniff has never proposed a 
through-plane service between these points,®' and at best, could only operate such 
a service via Fort Worth-Dallas. The inclusion of this traffic becomes all the 
more illogical as a result of the authorization of both American and Delta to 
operate in this market in competition to Eastern, providing two nonstop services 
plus American’s service via Pittsburgh. The conclusion is inescapable that 
Braniff can contribute nothing in the way of improved service in this market 
and cannot expect to participate in it. 

Aside from erroneously including such markets, the decision has considerably 
inflated Braniff’s percentage participation in markets where it will be providing a 
one-plane service. This is well illustrated by the estimated participation of 
Braniff in the Fort Worth/Dallas-New York/Washington market. The majority 
apparently estimate that Braniff will participate to the extent of 35 percent on the 
total Fort Worth/ Dallas traffic from New York and Washington even though the 
management of Braniff does not intend to provide any nonstop service between 
these points. This is surely unrealistic. In the New York-Fort Worth/Dallas 
market, where 72 percent of the traffic has historically moved via nonstop schedules, 
American provides at least 18 nonstop and one-stop services daily. These mul- 
tiple schedules are supported by American’s transcontinental traffic on its route 
No. 4. In addition, as a result of the decision herein, Delta will be providing a 
one-stop service between these cities via Atlanta. Under such circumstances, it 
is our conviction that if Braniff does not provide any more effective scheduling or 
service than that proposed in their exhibits, an estimated participation of 10 
percent in this market would be extremely optimistic. This one adjustment 
clearly indicates the economic unsoundness of the majority’s estimate. 

In addition to the above, the majority have been overly generous in their esti- 
mate of Braniff’s participation in the so-called local en route traffic. For example, 
in the Memphis-Washington/New York market it appears that the majority 
have forecast a 20-percent participation by Braniff. In this market Braniff will 
be competing with American, Eastern, and Capital. In our judgment, it will be 
utterly impossible for Braniff to achieve a 20-percent participation in competition 
with the above 3 carriers, considering its operating problems over the rest of the 
route. 

In view of the foregoing, it is clear that the majority have grossly overestimated 
Braniff’s participation in these markets, where it is going to find it most difficult 
to provide a quality of service capable of attracting traffic. We can only conclude 
that the majoritye stimate of an $1l-million gain in revenues is an attempt to 
rationalize a conclusion to support a finding. 

The majority decision is premised upon the fact that Braniff will provide an 
effective competitive service in the Southwest-Northeast markets and that it will 
thereby be economically strengthened. An attractive competitive service 
requires a duplication of service, not only as to schedules, but as to flight equip- 
ment, first-class and coach service, passenger facilities, etc. Braniff’s present 
route structure and the route awarded herein do not provide the proper support 


8! We assume that the estimate has included all of the cities on Braniff’s route system south of Fort 
Worth-Dallas. 

® Braniff faces an impossible dilema in providing service in this market. If it expects to compete for the 
terminal-to-terminal traffic, it will have to operate nonstop schedules. Yet in order to serve the intermediate 
points of Memphis, Nashville, Chattanooga, and Washington on an effective basis, it will have to operate a 
number of multiple-stop schedules. Considering the competitive situation with which it will be faced over 
the route, it cannot reasonably expect to secure enough traffic to support both types of service concurrently, 
so it will have to concentrate on one or the other. If it concentrates on schedules serving the intermediate 
points, it will lose out in the terminal-to-terminal market, and if it eoncentrates on a nonstop operation, it 
cannot provide a satisfactory service to the intermediate points. The problem will be complicated to an 
even greater extent by the necessity to operate both coach and first-class services on a variety of schedules, 
and by Braniff’s lack of experience in the domestic coach field. 
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to permit Braniff to operate in a manner sufficient to be an effective competitor 
in these markets. Accordingly, Braniff will find itself in a difficult position. If 
Braniff operates a Southwest-Northeast service sufficient to capture a reasonable 
share of the market and divert traffic from American, Delta, Eastern, etc., its 
costs will be prohibitive. If it does not operate such services, its revenues will 
dwindle and the carrier will lose money.® 

The majority argue that Braniff requires the proposed route to strengthen its 
existing route structure in order to maintain a proper balance among carriers, 
We are cognizant of Braniff’s position as a marginal carrier and the desirability 
of strengthening its route structure. However, we cannot conclude either that 
Braniff could operate the route granted herein profitably or that Braniff could 
provide effective competition in the Southwest-Northeast markets. In our judg- 
ment, to grant the route herein to Braniff is inconsistent with our responsibility 
under the act to foster sound economic conditions in air transportation. 

With respect to Capital’s proposed air service via route No. 51 between Atlanta, 
Birmingham, Mobile, and New Orleans, on the one hand, and Washington and 
Baltimore, on the other, both Capital and Delta seek authority to provide com- 
petitive services in this market. At the present time, Eastern operates between 
all of these points and carries the bulk of the traffic. The record clearly indicates 
that the above markets are without an effective competitive service. Accord- 
ingly, we concur with the majority in authorizing a competitive service, but 
disagree with the majority that these markets are large enough to support two 
additional competitive services at this time. We cannot find on the record, as 
the majority have found, that the public convenience and necessity require the 
authorization of both Delta and Capital in addition to Eastern to provide service 
between these points. 

Even a cursory examination of the facts reveals that no need has been shown for 
a third carrier in these markets and the record does not provide any economic 
justification for two additional carriers. Yor example, the record shows that in 
1954 (based upon March and September 1954 survey) Atlanta-Washington gen- 
erated 2,156 local passengers or approximately 39 passengers daily in each direc- 
tion, New Orleans-Washington generated 1,363 local passengers or approximately 
24 passengers daily in each direction, and Mobile-Washington developed 308 
local passengers or approximately 5 passengers daily in each direction. Available 
traffic between the other pairs of cities is of similar porportions. It is self-evident 
that the quantity and character of the air traffic involved herein requires the 
services of only one additional caprier. In our opinion, the majority action in 
granting the applications of both Delta and Capital will make available services 
in these markets out of all proportion to the traffic potential and cannot bs 
economically justified.™ 

The majority action in triplicating the service over these route segments will 
result in affecting both the operations of Delta and Capital contrary to the public 
interest. Such an excess of competition will stretch the available traffic so thin 
that both carriers’ financial and competitive position in the area will be sub- 
stantially weakened rather than strengthened. As a consequence, the public will 
be denied the benefits flowing from a vigorous and effective competitor to Eastern 
in these markets. With these considerations in mind, it is our conviction that only 
one additional competitive service is warranted. In our judgment, Delta should 
be selected over Capital to provide the new service. The Board would thus be 
substantially strengthening Delta and at the same time assuring the most effective 
improved service to the public. 

8 Braniff’s original estimates in this proceeding forecast a net gain of $3,500,000. This was based on the 
following assumptions: (1) That it would provide service to Pittsburgh (this has been denied Braniff an 
given to American); (2) that it would be the second carrier Houston-Washington-New York (it will be the 
fourth carrier, against Delta and Eastern nonstops and American's one-stop via Pittsburgh, while Branifl 
will have to operate via Dallas); (3) that it would be the second carrier Dallas-Washington-New York 
(it will be the third, against AAL nonstops and Delta's one-stops), (4) that it would be the second carrier 
Tulsa/Oklahoma City-Washington-New York, (it will be the third, against AAL and TWA on their trans- 
continental routes). Even on the basis of these assumptions both bureau counsel and the examiner found 
that Braniff’s estimates were unrealistic. Leaving aside errors resulting in underestimating costs, bureau 
counsel concluded that the revenue figures were so inflated as tc alone require a revision of the estimated 
$3,500,000 profit to an annual! loss of at least $1,300,000. It is obvious that this estimated loss would neces- 
sarily be increased substantially in evaluating the Braniff authorization in the light of the decision herein 

% It should also be pointed out that as a result of the decision herein, 4 additional carriers have been 
authorized to operate Seeween Washington and New York, making a total of 7. Even though several of 
these services have been established on a restricted basis, the resulting incidental operations bed fair to 
saturate this market, and to present major problems of air traffic control. While we do not consider this 


factor to be controlling, it seems to us to be still another weakening element to be taken into account in 
assessing the soundness of the awards to Braniff and Capital 


’ 
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As pointed out by the majority, Delta’s route system does not have the inher- 
ent traffic potential of Capital’s present routes as a result of the enlarged operat- 
ing authority granted to Capital in the New York-Chicago Service case. In this 
regard, instead of taking this opportunity to give Delta a strong traffic potential 
from the South to the Northeast, the majority have authorized uneconomic 
competition which will only serve to diminish the route award given Delta. 

Aside from the above factor, there is another important reason in selecting 
Delta over Capital to provide service in these markets. The award to Delta of 
the routes in question would have no adverse effect on Capital. The granting 
of Delta’s application would provide no significant competition with Capital’s 
route No. 51. Capital now serves its route No. 51 cities in an east-west direc- 
tion. Delta would compete for traffic moving on Capital’s route No. 51 only 
between Charlotte and Washington where Capital carried 9 passengers out of a 
total of 712 in the same period. (March and September, 1954, traffic surveys.) 
Under such circumstances, it is obvious that Delta would not divert any substan- 
tial amount of traffic from Capital in this market. 

(S) Cuan GuRNEY. 
(S) Harmar D. DENNY. 





PART IV. ARTICLE BY HARDY K. MACLAY AND WILLIAM C. 
BURT, PUBLISHED IN JOURNAL OF AIR LAW AND COM- 
MERCE, SPRING, 1955* 


Entry oF New Carriers [nro Domestic TRUNKLINE Arr TRANS- 
PORTATION 


By Harpy K. Mactay anp WILLIAM C. Burr 


Mr. Maclay, attorney, Washington, D.C. Member of District of Columbia and 
Illinois bars. B. D. 1930, University of Chicago; J. D. 1935, Northwestern 
University. Formerly special assistant to the Attorney General, 1939-41; 
Assistant General Counsel, C. A. B., 1946-48. 

Mr. Burt, partner, Koteen and Burt, Washington, D. C. Member of D. C. 
and Illinois bars. B. 8. 1937, LL. B. 1939, University of Illinois. Formerly 
Chief, Rates Division, Bureau of Law, C. A. B., 1946-50; Deputy Chief Counsel, 
Office of Price Stabilization, 1951-52. 

Since the close of World War II, a bitter controversy has raged on 
the role of new entrants into air transportation. Both sides have, 
on occasions, viewed the controversy as a melodrama. ‘This is not, 
however, the forum for hissing the villain. While the authors do not 
pretend to be without passion in this controversy,’ they will try to 
discuss the problem from the standpoint of the unde rlying legal and 
economic principles involved. 

The cause of the controversy may be summed up in a few key 
facts. Since the passage of the Civil Aeronautics Act in 1938, a small 
subsidized industry with commercial revenues of $31 million has 
grown into a large profitable business with revenues of over $1% 
billion. In this 17- -year period, though the industry has grown 40 
times, it has been largely preserved to the grandfather carriers, i. e., 
those carriers who obtained their basic operating rights under section 
401 (e) of the act by “grandfather” rights. In 1954, the grandfather 
carriers produced 96 percent of the commercial revenue of the entire 
industry. Thirteen new local service carriers have been certificated 
and are still in business, but their routes are largely noncompetitive 
with domestic trunks and their revenues amount to only 2.3 percent 
of the industry’s commercial revenues. Four new all-freight carriers 
still survive but their certificates are limited to the freight business 
and their revenues amount to only 1.3 percent of total industry 
revenues. The passenger trunkline business, accounting for 86 
percent of all commercial revenues, has been exclusively preserved to 
the grandfather carriers.’ 

In the domestic trunkline field, the Board’s policy has been to 
provide additional competition by extending the routes of the grand- 

*Reprinted by special permission of the Journal of Air Law and Commerce (Northwestern University 
School of Law and School of Commerce), Vol. 22, No. 2, 1955. 

1 Both of the authors have represented the North American Airlines group which is engaged in a major 
effort to obtain trunkline certificates. 

2 For the year-ended June 30, 1988, tetal nonmail revenues of all carriers were $31,841,000. For the year 
ended September 30, 1954, total nonmail revenues were $1,248,899,000, of which $28,667,000 were earned by 
local service carriers and $16,610,000 by all-freight carriers. In addition, miscellaneous new operations such 
as the helicopter carriers, resort and trans-Pacific, had nonmail revenues of $4,900,000. Passenger revenues 


amounted to $1,117,253,000. Of this amount $32 million was earned by local service, helicopter, and terri 
torial operations. 
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father carriers and excluding all new carriers. While the Board has 
built up the routes of the smaller trunklines, the disporportionate 
share of the traffic carried by the big four carriers at the time of the 
passage of the act (American, Eastern, TWA, and United) has 
continued and their share of the market has increased since 1946. In 
1954, these 4 carriers flew 73.6 percent of the domestic trunkline 
revenue passenger miles.* 

The analysis here is limited to domestic trunkline transportation. 
The essential issue is whether as a matter of law and economics under 
the conditions that prevail in air transportation, the Board has been 
justified in its policy of meeting domestic transportation requirements 
primarily by expanding the routes of the grandfather carriers. This 
article is not concerned with the special problems of local service air 
transportation. Moreover, because they are subsidized, the problems 
of foreign air carriers differ in degree from the domestic operators. 

Our conclusion is that the Board’s route policies to date have been 
too restrictive and that the complete exclusion of new carriers from 
certificated domestic passenger trunkline air transportation is contrary 
to the objectives of the act. We are not suggesting complete freedom 
of entry in air transportation. Nor are we suggesting that the Board 
should authorize any particular route to any carrier. Our concern is 
with the overall policy. The application of that policy must depend 
on the particular facts in the particular case. 


THE PROVISIONS OF THE CIVIL AERONAUTICS ACT 


The passage of the act was of course a recognition that air trans- 
portation is a business affected with the public interest, particularly 
from the standpoint of national defense. This has no direct relevance 
on the question of the extent to which entry should be controlled. 
Many businesses of equal public and national defense importance, 
such as aircraft manufacturing, have no restriction on entry. The 
cases which authorize States to regulate businesses affected with the 
public interest do not imply that all businesses affected with the 
public interest are public utilities.‘ They merely say that if the 
business is affected with the public interest, there is a constitutional 
right to regulate them. 

The fact that a certificate of public convenience and necessity is 
required does not in itself determine that entry should be restricted 
according to any particular standards. The Federal Communications 
Act requires certificates, but in Federal Communications Commission 
v. Sanders Bros., (309 U.S. 470, 474 (1940)), the Supreme Court stated 
that “the act recognizes that the field of broadcasting is one of free 
competition.”” The Natural Gas Act also requires a certificate but 
expressly provides that this provision ‘‘shall not be construed as a 
limitation upon the power of the Commission to grant certificates of 
public convenience and necessity for service of an area already being 
served by another natural gas company.’ These statutes are, of 
~# In 1938 the big four flew 82.67 percent of the trunkline revenue passenger miles. This declined to 66.46 
percent in 1946 and then increased to 73.6 percent in 1954. 

4 Munn v. Illinois, 94 U. 8. 113 (1877); Wolf Packing Company v. Court of Industrial Relations, 262 U. 8, 


522 (1923); see Aviation Study Prepared for Committee on Interstate and Foreign Commerce, 8S. Doc. No, 
163, 83d Congress, 2d sess., p. 48. 
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course, different from the Civil Aeronautics Act. They do make it 
clear that the requirement of a certificate in itself does not measure 
the degree of restriction on entry.® 


Differences from traditional public utility statutes 


It is true, of course, that the structure of the Civil Aeronautics Act 
has much in common with that of the traditional gas and electrical 
utilities. Carriers are obliged to render service and to charge reason- 
able rates. Exit from the business as well as entry in controlled. 
These provisions indicate that Congress did not intend complete free- 
dom of entry in air transportation. They do not, however, provide 
much of a guide in measuring the extent of competition that should be 
permitted. Certainly they do not imply complete exclusion of any 
carriers from any segment of the air transportation industry. 

There are vital differences between this act and the traditional 
public-utility statutes, particularly on the question of entry of new 
carriers. Traditional public-utility statutes do not have promotional 
or developmental objectives. They give no recognition to competi- 
tion as being in the public interest. Their essential purpose is to 
protect the consumer by control of rates. A reading of the legislative 
history shows that Congress in passing the Civil Aeronautics Act 
recognized that it was dealing with a dynamic young industry quite 
different from the traditional stable public utilities. he contrast has 
been recently summarized as follows: ’ 

Air transportation in 1938 was one of those extremely dynamic situations for 
which public utility regulation, in its traditional form, would have been totally 
inappropriate. Congress sensed this and wisely refrained from imposing public 
utility regulation on this young and rapidly developing industry. On the con- 
trary it provided a promotional form of regulation. Subsequent events have 
confirmed the wisdom of this decision, for air transport has proven to be extra- 
ordinarily dynamic in every major respect—organization, capacity, market 
coverage, volume of business, equipment, service, rates and operating efficiency. 

* * * a * * * 


These differences between public utility and air transport regulation are basic 
and very real. Air transport is not a legalized private monopoly, and the regula- 
tion is not public utility regulation. Whether it will eventually become so re- 
mains to be determined. The pressure for legitimization of private monopoly is 
strong among the dominant firms; but competition, though restricted, is poten- 
tially viable, and both the economic and technological situations are fluid. It is 
thus theoretically possible to avoid the evil of legalized private monopoly in this 
industry. 


The differences between ordinary public utility statutes and the 
Civil Aeronautics Act have been consistently recognized by the Board. 


‘In interpreting the Federal Communications Act, the Court was unquestionably influenced by the fact 
that broadcasters were not subject to common carrier obligations, such as a duty to provide services at 
reasonable rates. In Panhandle Eastern Pipe Line Co. v. F. P. C., 169 F. 2d 881; 884 (D. C. Cir.), cert. 
denied, 335 U. 8. 854 (1948): ‘“‘nothing in the Natura! Gas Act suggests that Congress thought monopoly 
better than competition or 1 source of supply better than 2, or intended for any reason to give an existing 
supplier of natural gas for distribution ina particular community the privilege of furnishing an increased 
supply.” See discussion of this point in Schwartz, Legal Restriction of Competition in Regulated In- 
dustries, 67 Harvard Law Review 436 (1954). 

* Nor are the high safety standards essential to aviation relevant to this discussion. The argument is 
often made that if entry were not controlled the economic pressure on small undercapitalized operations 
would lead them to cut corners on safety. But we are not suggesting complete freedom of entry. In our 
view, abandonment of the exclusionary policy of the Board and more liberal entry standards would not 
dilute but would strengthen the economic health of the industry. Moreover, historically, there has been no 
correlation between the economic soundness of an air carrier and its safety record. Despite a thin operation 
margin and high subsidy local service carriers and smal] trunks like Colonial have a better safety record than 
the Big Four. Other industries where safety is equally important have combined safety regulations with a 
poey of complete freedom of entry; e. g., manufacture of serums and vaccines, dispensing of prescriptions 
»y drugstores, carrying and freezing of fruits and vegetables, meat processing and distribution. 
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Thus, in TWA, North-South California Service, 4 C. 
the Board states: ° 


Two fundamental policies are established by the act: one directed to the achieve- 
ment of regulatory control over those who render the public service of air trans- 
portation; the other seeking the maximum of sound development of the industry 
in the public interest. The first protects the public in its use of air transportation 
services and an example of such protection is found in the provisions of the act 
which require air carriers to furnish adequate service. The second involves a 
promotional rather than a regulatory function, and undertakes to foster and 
encourage the maximum development of air transportation. In some instances 
this calls for something more than mere attainment of adequate service under 
protective regulation; it demands improvement and achievement through develop- 
mental pioneering. The full development and technological improvement of air 
transportation can not be gained by regulation alone; to achieve improvement an 
incentive is necessary and under the Act that incentive should flow in part from 
competition between air carriers (pp. 374, 375) [Italics supplied.] 

The Civil Aeronautics Act was modeled, not so much after electric 
and gas utility statutes, as after the Motor Carrier Act. The Motor 
Carrier Reports show that hundreds of new motor carriers have been 
granted certificates. This is particularly significant because the legis- 
lative history of the act shows Congress actually relied on the fact that 
the ICC had permitted these new carriers into the business in import- 
ing the certificate language of the Motor Carrier Act into the Civil 
Aeronautics Act.’ 

In both the Motor Carrier Act and the Civil Aeronautics Act, there 
is substantial recognition that Congress intended that competition 
should be a matter of guiding policy in the administration of the act. 
The existence in the Civil Aeronautics Act of such provisions as section 
408 (Approval of Consolidation, Mergers, and Acquisitions of Con- 
trol), section 409a (Interloc king Relationship), and section 411 
(Unfair Competition), indicates that Congress intended as far as pos- 
sible that the act be administered in a manner which gave full recog- 
nition to the economic benefits of competition. Moreover, the 
Supreme Court has recognized that competition is in the public interest 
as a matter of congressional policy even when the statement of policy 
in the Transportation Act of 1940 made no reference to it." And the 
national policy expressed in the antitrust laws would, in the absence 
of express statutory authority to the contrary, require the Board to 
construe the statute as relying on competition to secure the best service 
at the lowest possible price.’? As the Board stated in Braniff Air, 
Houston-Memphis-Louwisville Route, 2 C. A. B. 353 (1940): 

That healthy competition is presumed to be beneficial to the public may be 
inferred from various congressional expressions. It represents the economic 
philosophy underlying the antitrust act (p. 386). 


A. B. 373 (1944), 


7 Adams, The Structure of American Industry, 1954, Ch. II, Air Transportation, Horace M. Gray, 
(Pp. 448-449). 

See also Air Freight case, 10 C. A. B. 572 (1949) where the Board stated: ‘‘* * * This characteristic of the 
statutory scheme serves to distinguish the Civil Aeronautics Board from judicial tribunals and even from 
many regulatery bodies. Thus the Civil Aeronautics Board, in addition to regulatory functions which are 
concerned with the protection of the users of a ~_— service, has been entrusted by the C ongress with a 
major promotional and developmental responsibility—the encouragement and development of a national 
system of air transportation whic sh will be adequate to the needs of commerce, the postal service, and the 
national defense.” (p. 588). This conclusion was supported by the court on ‘appeal. American Airlines 
v. C. A. B. 192 F. 2d 417 (C. A. D. C., 1951). 

® The Board recognized this in Acquisition of Marquette by TW A-Supplemental Opinion, 2C. A. B. 409 
(1940) where it stated: “Since the acts are parallel in their general scope, yurposes, and terms, it is apparent 


that Congregs intended that the aet, each in its own field, should have like interpretation, application, and 
effect’’ (p. 412). 


© This is discussed more fully, infra. 

1! McLean Trucking Company v. U. S., 321 U. 8. 67, 86 (1944). 

12 U. S. v. Northern Securities Company, 193 U. S. 197 (1904). See the excellent analysis of this doctrine 
in the brief of the city of Denver, Denver Service case, C. A. B. Docket No. 1841, pp. 19 and 20. 
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The “competition”’ provision of the act 

The provision which distinguishes the Civil Aeronautics Act from 
other regulatory statutes is section 2 (d) which expressly provides that 
“competition to the extent necessary to assure the sound development 
of air transportation” is in the public interest and in accordance with 
the public convenience and necessity. Early in its history, the Board 
recognized the force of this provision. In American Export Air, Trans- 
Atlantic Service, 2 C. A. B. 16 (1940), the Board stated: 

Certainly, the declaration of policy contained in section 2 differentiates the 
act in many important respects from the usual form of public utility regulatory 
statutes. Particularly is the act differentiated from the Motor Carrier Act, 
1935, * * * by reason of the provision of section 2 that competition to the extent 
necessary to assure the sound development of an air-transportation system 
properly adapted to the needs of the foreign and domestic commerce of the 
United States, of the Postal Service, and of the national defense is one of the 
factors which the Board must take into consideration as being in accordance with 
the public convenience and necessity. This provision has no counterpart in the 
Motor Carrier Act of 1935 (p. 30). 

As far as entry is concerned, the passage of the Civil Aeronautics 
Act established that Congress believed that an expert agency should 
decide the extent of competition in the industry. Specifically, Congress 
instructed the Board that there should be competition in such amount 
as would ‘‘assure the sound development”’ of the industry. It did not 
decide to what extent competition was necessary or advisable. It did 
not decide that air transportation was a “natural monopoly.” It 
did not decide that there should be either more or less competition 
than in other industries. 

The influence of subsidy on entry 

Historically the most important statutory provision influencing 
Board decisions in route cases was not the competitive provision in 
the statute but the obligation of the Board under section 406 to fix 
mail payments which subsidize the operation of carriers certificated 
for the carriage of mail. When the Board decides a certificate case, it 
must always recognize that the new competition if successful might 
increase the mail pay requirements of existing carriers and would 
require the Board to pay more subsidy. Since the Board has been 
subjected to considerable congressional criticism for its subsidy pay- 
ments, it is inclined to take few chances on increasing subsidy. Thus 
an applicant must seek a certificate from an agency which may have to 
pay subsidy bills if it becomes a successful competitor. 

It is this provision, more than any other, that is at the root of the 
Board opinions restricting competition and denying any competition 
from new carriers. However justified this was at the time of the pass- 
age of the act, however justified it still may be in the case of local 
service carriers or international carriers, there can be little question 
that the domestic trunkline industry has today outgrown the need for 
subsidy. Route extensions could certainly eliminate the small subsidy 
that is now paid to trunkline carriers. And there is no justification 
denying the traveling public the benefits of new competitive service 
merely because some day there may be a recession which might require 
increased subsidy. No other industry of comparable size and strength 
is protected against this contingency. Postwar American business has 
been, on the whole, characterized by substantial investment and expan- 
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sion and rigorous competition. It has not been guided by fear of 
recession. The Board’s policy should not be an exception.” 


THE LEGISLATIVE HISTORY OF THE ACT 


The legislative history indicates Congress intended that the air 
transportation business ‘should not be reserved for the grandfather 


carriers."* During the course of the early hearings there developed 
opposition to requiring certificates. The proponents of the bill met 


this opposition by stating that new carriers would have every oppor- 
tunity to get in the business. Thus, Colonel Gorrell, then president of 


the Air Transport Association, testified as follows: 


We feel that the enactment of H. R. 5234 will bring in a number of new com- 
panies and there will be additional airline service.” 


Later on, Colonel Gorrell emphasized that a certificates segment could 
not be construed as restricting new entrants because historically the 
Commission had been “most liberal where new interests sought to 
enter the field.’”’ ‘7 Of particular importance in the legislative history 
was the reliance of the committee on the fact that the language of the 
act was modeled after the Motor Carrier Act and that the Interstate 
Commerce Commission had not frozen entry into the motor carrier 
business.'* 

During debates, both Senator Truman and Senator Copeland ! 
stressed numerous provisions in the act as evidencing a policy in favor 
of competition. On the floor of the Senate, Senator King, of Utah 
demanded flat assurances that the bill would not freeze new companies 
out of the business, stating: 


* * * If the purpose of the bill is to “‘freeze” certain contracts, or certain 
activities of a number of companies or organizations, and to give them rights in 
perpetuity to the exclusion of others; if the bill erects bars to protect those who 
now have contracts or now have established airlines and to prevent other persons 
or other corporations from obtaining franchises and rights to operate airplanes, 
I would hesitate to vote for the bill. 


& * * . * * * 


* * * Tf it authorizes their activities to the exclusion of others who may desire 
to enter this great field, then I think there should be some amendments that would 
fully protect the public and protect those who are interested in the development 
of this great art.?° 


8 The cost to the Government because of incres aor mail pay has been mentioned in virtually every route 
proceeding, beginning in the earliest case, see e. g., Northwest Air, Duluth-Twin City Operations, 1C. A. A. 
573, 578 (1940): National Air, et al.; Daytona Peach. Jacksonville Op.,1C. A. A. 612 at 617 (1940). In Middle 
Atlantic Area case 9 C. A. B. 131 (1948) the Board denied an application of a new carrier, stating: ‘‘The 
Board presently has on file applications for increases in the rates of mail pay of carriers in the Middle At- 
lantic area, and we cannot blind ourselves to the fiscal potentialities inherent in the inauguration of a service 
which would require elaborate route promotional endeavors. Any operation which competitively affects 
the operation of a carrier like PCA or TWA within a given area naturally affects the overall financial con- 
dition of that carrier, and we cannot, at this point in the history of the development of commercial aviation 
in this country, risk the diversional effect, systemwise, which we feel sure would ensue, if Atlantic were 
certificated for extensive service in the Middle Atlantic area” (p. 153). The Board, in one major case, 
denied competitive service, specially on the ground of possible recession. Southern Service to the West case, 
12 C. A. B. 519, 533 (1951). Its position here is akin to that of Mr. Avery of Montgomery Ward but not typ- 
ical of American business generally. 

1 The discussion here summarizes a memorandum on the legislative history submitted by Senator 
O’Mahoney when counsel for North American Air Lines in Hearings, Senate Small Business Subcommit- 
tee, 83d Cong., Ist sess., p. 283. 

- Hearings on H. R. 3934 and H. R. 4652, pp. 123-124, 147, 149, 150, 249, 255, 259, 260; Hearings on 8.2 and 

S. 1760, 75th Cong., Ist sess. (1937), pp. 77, 85-89, 96, 98, 118, 150. See also Report ‘of Federal Aviation Com- 
mission, 74th Cong., Ist sess., 8. Doc. 15 (1935). 

16 Hearings on H. R. 5234and H. R. 4652 (1937), p. 75; see also p. 112, 113. 

17 Hearings on H. R. 5234and H. R. 4652, p. 344; Hearings on §. 2 and 8. 1760, p. 503. 

18 Hearings on 8. 2 and 8S. 1760 (1937), pp. 305-308. 

19 Debates on S. 3845, 83 Cong. Record, pt. 6, p. 6726, 75th Cong., 3d sess. (1938). 

” Debate on 8. 3845, 83d Cong. Record, pt. 1, p. 6851, 75th Cong., 3d sess. (1938). 
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Senator Truman assured Senator King that no such eventualities 
could come to pass under the act, as it was drafted.” After this 
necessary assurance the act was passed. 

The legislative history thus indicates that the committees were 
alert to the possibility that the act might be used to prevent new 
entrants into the business. The industry met this by both assurance 
and argument that enacting the bill would “‘bring in a number of 
new companies” and that similar certificate provision under the 
Motor Carrier Act had always been interpreted in a “most liberal 
manner” as far as new entrants were concerned. It was only after 
these assurances that the bill was passed.” 


THE DECISIONS OF THE CIVIL AERONAUTICS BOARD 


It is not possible to analyze the Board cases and derive an integrated 
body of principles which set forth the standards for judging new 
route applications. These vagaries are in part due to differences in 
conditions in the industry and to changing membership on the Board. 
They are also due to the fact that the Board has not established 
standards in this difficult field but has decided each case on an ad hoe 
basis and has based its decision on subjective judgments which are 
often not articulated in its opinions. 

The lack of standards has had unfortunate results. It is not only 
that lawyers are deprived of the comfort of firm precedents. Irrevoca- 
ble principles are neither possible nor desirable. But clearer and more 
consistent general standards would have enabled the Board to plan 
the development of air transportation more rationally and better 
accomplish the objectives of the act. It is hard to believe that a 
careful attention to overall standards could not have avoided at 
least two of the serious results which have flown from the Board’s 
route decisions. 

1. That in 17 years with a fortyfold growth im traffic, no new 
entrants have been permitted in domestic trunkline passenger trans- 
portation. 

2. That with this growth and with revenues increasing at the rate 
of $100 million a year, four trunkline carriers are still subsidized. 

The Board’s decisions favoring competition 

The language of the Board’s decisions have, with a reasonable 
amount of consistency, recognized that the competitive provisions of 
section 2 to set the act apart from traditional public-utility statutes. 
The Board has summarized its interpretation as follows :* 

* * * At the time the act was passed in 1938 the domestic air transportation 
system had already assumed a strongly competitive character. Congress had 
been told by the Federal Aviation Commission, whose report of January 1935 
was before it at the time the act was under consideration, that the “high quality 
of American air transport had been due in large part to the competitive spirit 


that had existed throughout its development.” Far from abandoning the 
principle of competition, Congress in the act expressly directed the Board to 


21 Remarks of Senator Truman, debate on 8. 3845, 83d Cong. Record, pt. 6, p. 6852, 75th Cong., 3d sess. 
I 


22 The Board has recognized the congressional intention to permit new entrants. In its report to the 
Senate Small Business Committee on November 24, 1952, entitled ‘““The Role of Competition in Commercial 
Air Transportation,’’ the Board stated, ‘“The upshot of the congressional policy embodied in the act was 
not to prohibit the entry of new companies into the air transportation field.’’ 

23 Certainly the considerable objective cost and traffic data make it possible to develop firmer standards 
and would have served as a means of narrowing issues, reducing the extraordinary size of exhibits and 
shortening Board procedures. 

*% TWA North-South California case, 4 C. A. B. 373 (1944). 
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consider “competition to the extent necessary to assure the sound development 
of an air transportation system’’ as being in the public interest. The policy 
thus stated, however, is not one of unlimited competition, nor of introducing 
competition over every route. The legislative history and the test of the act 
demonstrate the purpose of Congress to safeguard the industry equally against 
the evils of unrestrained competition on the one hand and the consequences of 
monopolistic control on the other (p. 374). 


In a recent case * the Board reaffirmed this basic interpretation, 
stating: 


We need not detail the advantages of competition nor to prove them again in 
each case. An objective reading of the Civil Aeronautics Act leaves no doubt 
that the lawmakers considered competition to be a desirable objective—which 
should be established whenever it is economically feasible and will contribute to 
the deyelopment of a sound national air transportation system. The Civil 
Aeronautics” Board “* * * has consistently recognized the congressional policy 
contained in the act favoring sound and healthy competition * * *” (p. 20). 


Because of this competitive objective, the Board has held that the 
reservation of expansion in traffic to existing carriers would be contrary 
to the policy of the act and has ruled that the adequacy of service by 
existing carriers is not a bar to new authorizations.” It has stated that 
since the act “implies the desirability of competition * * * when [it] 
will be neither destructive nor uneconomical * * *” and since “‘compe- 
tition in itself presents an incentive to improved service and techno- 
logical development there would be a strong, although not conclusive 
presumption in favor of competition on any route which offered 
sufficient traffic to support competing services without unreasonable 
increase of total operating cost.” *” ‘The Board has never specifically 
repudiated this presumption though in some cases it has considerably 
diluted its applicability.* 

The Board’s statements in favor of competitive air transportation 
have not been based solely on the existence of the specific statutory 
language. Ina series of cases, the Board has recognized that competi- 
tion has an inherent value in providing a stimulus which economic 
regulation alone cannot provide. It invites comparison as to equip- 
ment, costs, personnel, methods of operation and solicitation of traffic 
which tend to assure the proper development of an air transportation 
system.” In the Hawaiian case, 7 C. A. B. 83 (1946), the Board 
stated: 


* * * The greatest gain from competition, whether actual or potential, is the 
stimulus to devise and experiment with new operating techniques and new equip- 
ment, to develop new means of acquiring and promoting business, including the 
rendering of better service to the customer and to the Nation and affording the 


% Reopened Southern Service to the West case, ON E-8466, June 29, 1954; see also cases cited in footnote 26. 

2% American Export Air Trans-Atlantic Service, 2 C. A. B. 11, 32 (1940); All American Aviation, Inc., 2 
©. A. B. 133, 145, 146 (1940); 7’WA-North-South California case, 4 C. A. B. 313, 375 (1944); Milwaukee-Chicago- 
New York Restriction case, 11 C. A. B. 310, 330 (1950); Northeast Air et al., Boston Service, 4 C. A. B. 686, 
689, 690 (1944); Hawaiian case, 7 C. A. B. 83, 103 (1946). In some early cases the Board had listed some general 
considerations in certificate cases which listed the issue of whether the service can or will be served by 
existing carriers. United A. L. Red Bluff Operations, 1 C. A. A. 778, 780, 1940; Eastern A. L. St. Louis- 
Nashrille-Muscle Shoals Op., 1 C. A. A. 792, 795 (1940); Mid-Continental Air, 2 C. A. B. 63, 66 (1949); Trans 
Southern ir et al., Amarilo-Oklahoma City Op., 2 C. A. B. 250, 254 (1940); Northwest Air et al., Additional 
Service to Canada, 2 C. A. B. 627, 632. These cases were dealing with route applications over their routes 
where tra‘fic did not warrant competitive service. This doctrine had not been applied in cases involving 
heavy traffic segments. In these segments the doctrine announced above has controlled the Board’s deci- 
sions. But see Southern Service to the West case, 12 C. A. B. 518 (1951); Trans. Continental Coach case, 14 C, 
A. B. 720 (1951) discussed infra. 

1 TWA, North-South California case, 4 C. A. B. 373, 375; see also Northeast Air. et al., Boston Service, 4 
C. A. B. 686, 689 (1944). 

% See, e. g., Southern Service to the West case, 12 C. A. B. 518 (1951), discussed infra. 

2% American Export Air., Trans Atlantic Service, 2 C. A. B. 16, 32 (1940); T’'WA, North-South California 
ease, 4 C. A. B. 373, 375; Hawaiian case, 7 C. A. B. 83, 103 (1946); Milwaukee-Chicago-New York Restriction 
case, 11 C. A. B. 310, 330 (1950); Colonial Air et al., Atlantic Seaboard case, 4 C. A. B. 552, 555 (1944); Air 
— —" 10 C. A. B. 572, 588 (1949); Reopened N. Y.-Balboa Through Service Proceeding, ONE-9109-9110, 

evem 23, 1954. 
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Government a comparative yardstick by which the performance of the carriers 
may be measured * * * (pp. 103-104). 

The Board has expressly recognized that the incentives of competition 
will produce additional traffic and revenues, will increase efficiency 
and will reduce costs. In the recent Trans-Pacific Renewal case,” the 
Board concluded: 

* * * Tt seems clear that the incentives of competition will produce additional 
traffic, and hence revenues, to support the routes. Also, the spur of competition 
will serve to force each carrier to increase efficiency and thereby reduce costs. 
Benefits of this kind are impossible to measure precisely, and to translate into 
dollars. They are, nonetheless, real and significant (p. 17). 


Indeed, the Board has gone so far as to state that the competitive 
spirit was responsible for the position of preeminence of the domestic 
air transportation system.” 


THE BARRIERS TO COMPETITION FROM NEW ENTRANTS 


These principles strongly favor competition both legally and prac- 
tically. They would seem to dictate a Board policy which would 
provide for new competition from new carriers Indeed, it could be 
urged that competition from new carriers w ould provide a better 
standard of comparison and would sharpen the competitive stimulus, 
which would lead to greater revenue development and to cost reduc- 
tion. The Board was influe need by these considerations in certifi- 
cating new all-freight carriers.** But as far as passenger trunk routes 
are concerned, these principles sr been but the tune used in a game 
of musical chairs where existing carriers have changed position and 
new carriers can’t get in the game. 

An analysis of the cases indicates that the Board has applied differ- 
ent rules in assessing the value of competition from new carriers. In 
one of its early cases, the Board stated that there was no inherent 
desirability in certificating new carriers in the industry.** Moreover, 
the Board has preferred existing carriers over new applic ants because 
it has found that existing carriers have a superior operating experience, 
a capacity to tie the new routes into old routes which “will lead to 
better overall service and can offer more vigorous competition.“ To 
do so it has had to apply a different doctrine in those cases where it 
has awarded a route to a smaller carrier though a larger carrier would 
have provided better service.* 

These barriers were difficult enough but in the period 1949-1951, 
the Board issued a series of major cases which indicated a new attitude 
toward competition and hostility to competition from new carriers. 
These cases were influenced by two factors: 

1. The 1947-49 recession in the industry had subjected the Board 
to considerable congressional and industry criticism, an investigation 

%” Trans-Pacific Renewal case, ON E-8929, February 8, 1955, p. 7. 

31 In Colonial Air et al., Atlantic Seaboard case, 4 C, A. B. 552 (1944), the Board stated: * * * That the 
domestic air transportation system of this country has reached its present position of preeminence is in 
large part due to the competitive spirit which has existed throughout its development. The continued 
maintenance of that position as well as the further development of the industry demands the encouragement 
of free initiative and enterprise subject only to the condition that the competitive services shall not be 
wastefnl’’ (p. 555). 

® Air Freight case, 10 C. A. B. 572 (1949). 

33 Additional Service to Atlanta and Birmingham, 2 C. A. B. 447, at 480 (1941). 

4% Additional Service to Atlanta and Birmingham, 2 C. A. B. 447 at 449 (1941); Trans-Southern Air et al., 
2C. A. B. 250, 271 (1940); Additional Service to Puerto Rico case, 12 C. A. B. 430, 431 (1951); Hastern A. L. et 
al., Great Lakes- Florida case, 6 C. A. B. 429, 439 (1945). 

35 See e. g., Western A. L. et al., Denver-Los Angeles Service, 6 C. A. B. 199, 210, 212 (1944); Kansas City 
Service case, 4 C. A. B. 1, 18 (1942); National Air, Miami-Key West Service, 4 C. A. B. 546, 548 (1944); Mid 


aaah Air et al., Kansas City-New Orleans, 6 C. A. B. 253, 262 (1945); North Central case, 8 C. A. B. 477, 
1947). 
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by the RFC and by Congress and to substantial subsidy demands from 
trunkline carriers. The Southern Service to the West case (12 C. A. B. 
518 (1951)) characterizes the Board’s reaction to these factors. It is 
certainly influenced by a feeling that the Board should take no chances 
in authorizing too much competitive service and that air transporta- 
tion was afflicted with delicate economic health. Needless to say, the 
patient survived and the healthy growth and profits since that time 
have been reflected in a changed Board attitude. 

2. The Board had been subjected to considerable harassment in 
the postwar period by irregular carriers seeking entry into the busi- 
ness. Many of these carriers, frustrated by the length of Board pro- 
ceedings, and by the hostility of the Board to applications from new 
carriers, had violated the Board’s regulations and directed a vigorous 
political campaign against the Board itself. The irritation of the 
Board is reflected in the Trans-Continental Coach case, discussed 
infra. 

The Southern Service to the West case 

The Southern Service to the West case has had a long and turbulent 
history.” Its importance here is that the original opinion served as a 
vehicle for an expression of new Board policy toward competition. 
In denying all applications for route extensions, the Board sets forth 
its new view on the competitive provisions as follows: 

This is no mandate to seek competition merely for the sake of having competi- 
tion. It is a recognition by the Congress that the provision of competitive service 
is subject, like all other aspects of the air transport business, to the paramount 
necessity that the system be developed on a sound economic basis. * * * The 
attainment of an economically sound airline industry should be a paramount and 
underlying criterion established by the Congress for its development and regula- 
tion * * * (p. 532). 

After pointing out that the “spirit of competition” in one part of 
the industry would spread to routes with no direct competition, the 
Board concluded: 

Undoubtedly, where it appears on the record of a particular case that an air 
carrier is failing to attain the high standards of public service contemplated by 
the Civil Aeronautics Act, and where only provision for an economic competitive 


service would contribute effectively to the assurance of such standards, a case is 
made for competition * * * (p. 533). 


The Board went even further. Even though times were good, the 
Board should take no chances on competition because economic storms 
might again arise. It then concluded: 

* * * We would be less helpful if, at this time, we did not express our con- 
sidered opinion that further route expansion in our domestic trunk-line network 
would present problems of serious difficulty in view of the conditions which 
presently and during the postwar period have existed in this industry. Certainly 
the task of proving public convenience and necessity in satisfying the statutory 
requirements would place a difficult, if not insurmountable, burden upon the air 
carriers which would undertake to sponsor further route extensions of any substantial 
character * * * .”’ (p. 534) [Italics supplied] 


As pointed out in the dissent of Member Lee, the opinion was clearly 
inconsistent with prior cases. Previously, the Board had determined 
that the phrase ‘‘competition for competition’s sake is meaningless.” 
Previously, there had been a presumption in favor of competition. 


% Southern Service to the West case 12 C. A. B. 518 (1951), Supp. Opinion, 14 C. A. B. 310 (1951), ore. 
Opinion, 15 C. A. B. 94 (1952), R ed Southern Service to the West case, ON E-7988, December 1 
a Opinion on reconsideration, ON E-8466, June 29, 1954. 

ortheastern Air, et al. Boston Service, 4 CAB 686, 690 (1944). 
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Previously, adequate service was no bar to new competition where the 
traffic warranted it. Previously, the Board had recognized that com- 
petition contributed to the proper development of air transportation 
and presumably to a sound industry. 

In sharp contrast this opinion establishes an almost irrebuttable 
presumption against competition. Competitive service will only be 
authorized as a last resort. Competition is a dangerous poison which 
might be safely administered in small doses but in larger doses would 
kill the patient. This doctrine, of course, runs contrary, not only to 
prior Board opinions, but to the American business experience which 
Congress certainly had in mind in passing the Civil Aeronautics Act. 
If competition is antagonistic to the proper development of the eco- 
nomic health of an industry, then the remarkable development of the 
American economy under essentially competitive conditions is unex- 
plainable. 

In this opinion for all practical purposes, the Board read the 
competitive language out of the statute. It closed the door not only 
to new carriers, but to extension of the grandfather carriers. It froze 
the route pattern. Certainly never has a dynamic industry been 
threatened with such a strait-jacket. The fact that since the decision 
only 4 years ago traffic has more than doubled, indicates that the 
Board’s lack of confidence in its development was unwarranted.” 

The decision can best be characterized as a maverick based on a 
delayed reaction to the 1947—49 recession. Generally the Board cases 
since that time take a less extreme position.” Its main significance is 
that it represented the dominant Board attitude at the time the many 


applications for trunkline passenger service by new carriers were being 
considered. 


The Transcontinental Coach-Type Service Case 


The major effort of new passenger carriers to obtain domestic 
trunkline certificates was the Transcontinental Coach-Type Service 
case (14 C. A. B. 720 (1951)). It was decided at a time when the 
Board’s irritation over the activities of irregular carriers was mount- 
ing and at a time when the policy of the Southern Service to the West 
case was still dominant.” While commending the applicants before 
it, the Board opened its opinions by stating that the “air is charged 
with controversial bitterness, widely circulated propaganda and mis- 
information towards the broader issues of low fare transportation.” 


38 In 1950 domestic trunklines flew 7,766 million revenue passenger-miles. By 1954 this had increased to 
16,234,600,000 revenue passenger-miles. As late as December 1953, the Board repeated the doctrine in re- 
opened Southern service to the West case, ON E 7988, December 12, 1953, but has since reconsidered. 

% Salt Lake City-Rapid City extension, E-6831, September 25, 1952; Reopened Southern service to the 

West case, E-8466, June 25, 1954, p. 21; Trans-Pacific Renewal case, ONE 8929, Feb. 8, 1955. Perhaps the 
most significant fact is that the Board has instituted four major domestic trunkline proceedings to determine 
if there is a need for new service; New York-Chicago service case (Docket No. 986), Denver Service case, 
= No. 1841) SW-NE case (Docket No. 2355) and the New York-Florida proceedings (Docket No. 
3051). 
The irritation had been expressed as early as 1949 in the Hawaiian Territorial Service case, 10 C. A. B. 62 
(1949), where the Board stated that a violator of a Board regulation ‘‘would find himself in a certificate pro- 
ceeding burdened with a disadvantage which under ordinary circumstances would be inimical if not fatal 
to his case.’’ The opinion is characterized by the following language which went far beyond legal principles 
which had been accepted by the Supreme Court: 

(a) The Board stated that the WOKO case, 329 U. 8. 211 (1946), held that “the weight to be given such 
evidence (evidence of violations) is a matter entirely within the discretion of the Board.” The WOKO 
case stated that the case was “‘hard law’’ but that “‘we cannot say that the Commission is required as a 
matter of law to grant a license’’ or that its refusal is “‘arbitrary and capricious.” 

(6) The Board stated that any violation of certificate requirements “‘strikes at the heart of the Civil 
Aeronautics Act.’’ This implies that a — of a certificate is to be used as a sanction to enforce Board 
regulations. The act provides no such penal a” 

(c) The Board stated that “‘it did not intend to reward wrongdoers by granting certificates."’ Under the 
act certificates are not a reward for good conduct. They are to be granted if the application meets specific 
statutory tests. The inference is that the Board is en in moral evaluations unrelated to the specific 
requirements of the certificate provisions. The Board has no such authority. 
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The opinion was designed to set the record straight and reads more 
like a lawyer’s brief than the considered opinion of a dispassionate 
quasijudicial body. 

The important thing is that the Board im at least three particulars 
decided the case on principles it had previously rejected. 

First, the Board based its decision in part on the following finding: 

* * * It is our conclusion, therefore, that the existing carriers are fully capable 
of providing the scheduled regular and frequent air-coach services needed be- 
tween the points which they are already serving, and that they have the necessary 


resources and facilities to insure the future growth and development of such low- 
fare services (p. 725). 


Compare this language with principle in the 7WA, North-South Cali- 
fornia case (4 C. A. B. 373, (1944)), where the Board stated: 


In considering the extent to which competition is necessary to assure the sound 
development of an air transportation system, therefore, its justification does not 
depend upon the inability or unwillingness of an existing carrier to render adequate 
service. * * * Otherwise, no competitionwo uld ever be authorized for there is no limit 
to the extent to which an existing carrier could expand to meet increased demand * * * 
(p. 375). [Italics supplied] 

Thus the Board, which had previously held in at least six cases * 
that the ability or willingness of existing carriers to render adequate 
service did not bar additional certification, rejected that traditional 
doctrine in denying the application of new coach carriers—-a doctrine 
it had reaffirmed only 16 months earlier in the Milwaukee-Chicago- 
New York restriction case (11 C. A. B. 310 (1950)). Moreover, the 
opinion indicates that the Board was not satisfied with coach develop- 
ment by the certificated carriers. 

Second, after finding that the development of coach service was a 
“major objective’ but that the limited proportion of certificated air- 
coach business “was due to the fact that until recently the available 
types of aircraft and conditions of operation did not favor a full devel- 
opment by them of this business” the Board concluded as follows: 

. We shall expect, and require, certificated carriers to expand and develop 
air-coach services, subject to appropriate Board regulation and, where necessary 
to accomplish that end, we will exercise our statutory power to compel the required 
reductions (Civil Aeronautics Act of 1938, sections 404 and 1002, p. 726). [Italics 
supplied.] 

The Board, which had previously recognized with consistency that 
regulation cannot take the place of the stimulus of competition, 
rejected that principle in deciding the application of new coach car- 
riers in the Transcontinental Coach-Type service case. The tradi- 
tional Board attitude was set forth in Colonial Air, et al. Atlantic Sea- 
board, Op. (4 C. A. B. 552 (1944)),® as follows: 


The act has clothed the Board will full power and machinery by which it may 
require the performance of safe and adequate service. However, a service which 
is just adequate, as that term is used in the act, will not provide the public with 
the full advantages which should be expected from the most modern form of 
transportation nor will it encourage the development contemplated by the Con- 


41 All American Aviation, Inc., 2 C. A. B. 133, 145-6 (1940); American Export Air., Trans Atlantic Service, 
2C. A. B. 16, 32 (1940); TWA, North-South California case, 4 C. A. B. 373, 375; Milwawkee-Chicago-New York 
restriction case, 11 C. A. B. 310, 330 (1950); Northeast Air, et al., Boston Service, 4 C. A. B. 686, =. 690 (1944); 
Hawaiian case, 7 C. A. B. 83, 103 (1946). But see Southern service to the West case, 12 C. A. B. 518, 533 
(1951) discussed supra. 

#2 See also TWA, North-South California case, 4 C. A. B. 373, 375 (1944); North-East Air. et al. North Atlantic 
routes,6C. A. B. 319, 326 (1945). In prior cases, the Board had mentioned that it might use its compulsory 
— power to compel adequate connecting service (National Air, et al. Daytona Beach-Jacksonville Op., 
1C. A. A. 404, 417 (1940)) or where — schedule a day was provided between the small towns. Continental 
A. L.et al., Teras Air service, 4C. A. B. 215, 239 (1944). But it had never used this power. 
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gress. The improvements which flow from a competitive service cannot be obtained 
by administrative fiat. * * * (p. 555). [Italics supplied.] 

The Board has stated that it has “relied principally on carrier compe- 
tition to achieve those economies and improvements in service’ which 
are necessary to attain the statutory objectives. ee New 
York-Balboa through service case, ONE 9109-10, November 23, 1954.) 
The opinion here recognizes that coach is a “major objective.”’ Yet it 
proposes to attain that objective, not through competition, but by 
reliance on “administrative fiat’—a method which it had previously 
found unacceptable. 

That this language was also a remarkable triumph of faith over 
fact is illustrated by the whimsical comedy of manners that followed 
shortly thereafter in the General Fare Investigation (Docket No. 5509). 
Three months after the Transcontinental Coach type service case, 
with profits at record levels, the certificated carriers filed for fare in- 
creases of a dollar per ticket and elimination of the round-trip dis- 
count. The Board actually permitted the one dollar increase but 
suspended the provision eliminating the round-trip discount. It insti- 
tuted a General Fare Investigation to see if fare levels were too high. 
(ONE 6305, April 9, 1952.) The investigation was soon dismissed 
despite vigorous dissents by Members Lee and Adams and an informal 
“study” instituted. (ONE 7376, May 14, 1953.) The “study’”’ has 
been dormant ever since. The ineffectual results of the General Fare 
Investigation indicate that the Board was generally right in relying 
on competition rather than ‘‘administrative fiat’’ to attain its objec- 
tives. The brave bold language of the Transcontinental Coach type 
service case was a puff of smoke and nothing more. 

Third, the Board, contrary to its practice in previous cases, rejected 
the application in toto without any consideration of whether granting 
a particular portion of a particular application by one carrier might 
be justified. The Board stated that it was influenced in large part 
by the fact that the applications of the coach carriers sought authority 
for extensive operations which might have required a radical change 
in the route pattern and might have occasioned substantial diversion 
from existing carriers. These considerations could support a denial 
if most of the applications under traditional Board principles. But 
as Member Adams pointed out in his dissent, there appears to be no 
justification for failure of the Board to ev en consider some limited 
authorization by new carriers of coach service in this case. This is 
particularly true because the opinion clearly reveals that the Board 
recognized that the certificated carriers had not provided adequate 
au service. 

In prior cases the Board had meticulously examined the facts on 
diversion of each application. It had considered the effect of granting 
part of what a carrier had asked. Here the Board adopts an all or 
nothing approach. It dismisses the application on general economic 
considerations without w eighing specific facts. It makes no analysis 
of a partial grant under the statutory standards. Yet in every other 
case, the Board had made a detailed analysis of individual applica- 
tions and parts of applications. It is hard to escape the conclusion 
that the decision was influenced in part by Board irritation over the 
irregular carriers and that the opinion is based on general ideological 
grounds rather than on the merits of particular applications. 
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In any event at the time the Board was deciding the major request 
for trunkline authority for new carriers, it was governed by principles 
contrary to those it had previously employed. There is plenty of 
language in Board decisions which should logically favor the admission 
of new carriers. The cases make it clear, however, that the Board’s 
decisions have not been governed by consistent principles on the 
question of competition. 


THE CASE FOR ENTRY OF NEW CARRIERS 


The ultimate test of the Board’s policy is not what it says but what 
it does. The Board has substantially extended the competition among 
the grandfather carriers. But it has severely limited competition from 
new carriers. The ultimate fact is that at the end of 17 years in an 
industry that has grown 4,000 percent, only 4 percent of the com- 
mercial revenue was earned by new carriers. New carriers have been 
completely barred from trunkline passenger transportation. 

The nub of the controversy is whether or not competition by exten- 
sion of the grandfather carriers is enough. Would the public interest 
be better served if the Board also authorized competition from new 
carriers? 

It is not possible to prove factually that a policy of admitting new 
carriers would have built a better air-transportation system. No one 
really knows what would have happened had there been some entry 
of new carriers. In part, therefore, the case for new carriers is based 
on a burden of proof. The American economy has attained its great 
strength by permitting new operators with new ideas to compete in 
the market. The success of this tradition places a heavy burden of 
proof on those who would deny access to the market. The full benefits 
of competition cannot be realized if it is restricted over an extended 
period of time to a limited number of operators who happened to be 
in business at a particular time. This is a general argument based on 
a presumption. But basic decisions are more often than not based on 
presumptions not capable of precise proof. And this presumption has 
the support of years of economic history. 

The extent of that burden is amplified by the great growth of a 
new industry and the rigidity of the policy of exclusion. This is an 
industry that has increased 40 times since 1938. Yet 96 percent of 
the business is controlled by the original grandfather carriers. How- 
ever justified a policy of controlled entry, this policy has been all 
control and no entry. The tremendous growth that has taken place 
puts a heavy burden of proof on those whe would advocate complete 
reservation of this growth to the grandfather carriers. As a legal, 
economic, and moral matter, such a policy would have to be justified 
by overwhelming evidence that it is in the public interest. There is 
nothing in the history of American business or of air transportation 
that indicates that this burden of proof,has been met. 

Indeed, there is substantial evidence in the history of air transpor- 
tation itself that competition from new carriers will substantiall 
improve the quality of air service. In the post-war period, the certifi. 
cated industry was faced with some competition from nonscheduled 
carriers operating pursuant to exemption orders in both the passenger 
and freight business. In many instances, these carriers violated the 
Board regulations prohibiting regularly scheduled operations. The 
freight carriers early obtained legal authority to conduct regular oper- 
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ations. The passenger carriers® operating under a legal cloud, were 
harrassed by enforcement actions, crowded into second-class airport 
facilities, accused of unsafe operations, and, facing a passenger accept- 
ance handicap because they were not certificated, did not carry a 
substantial portion of the business.“ But in both the freight and 
passenger business, the impact of these carriers showed what new 
competition could do to fare levels. 

The Board has issued an authoritative statement on the effects of 
new competition in the freight field. In a report to a Senate Commit- 
tee, on The Role of Competition in Commercial Air Transportation “ 
the Board stated: 

There is no escaping the fact that the cargo rate reductions which brought about 
the air-freight-rate investigation were prompted in large part by competitive 
considerations, and it would be unreasonable to conclude other than that this 
competition played a major role in speeding the advent of flights carrying cargo 
only and in the institution of such flights on all major cargo runs. (p. 38). 

The competitive impact of this new competition is also apparent 
in the passenger field. During World War II air transportation had 
experienced a substantial boom in traffic. Concurrently service deteri- 
orated and costs increased. Subsequent to the war, the service deterio- 
ration plus a series of accidents culminating in the grounding of major 
new aircraft types led to a traffic slump. Because of the high cost 
levels, the traffic declines led to substantial operating losses. ‘To meet 
these losses, the certificated carriers raised passenger fares 3 times in 
18 months and sought increases in subsidy payments. The fare 
increases stunted traffic growth. 

There is no reason to think that the nonscheduled carriers were 
immunized from the slump in air travel. However, they met the 
problem in another way—by increasing seating density and lowering 
fares. The lower fares stimulated traffic and many of them had 
profitable operations. This was the start of the air coach business. 

On the record there can be no question that the grandfather carriers 
were reluctant converts to air coach. Capital did start some coach 
flights in the latter part of 1948 but this service was limited to incon- 
venient nighttime coach. In 1948 coach amounted to less than one- 
tenth of 1 percent of the certificated business. In 1949 it amounted 
to only 4 percent. It was only in 1950 that any volume of daylight 
coach was offered. 

As late as May 1949, Mr. C. R. Smith, President of American Air- 
lines, testified before the Johnson Committee as follows: * 

* * * We do not believe that we can presently engage in the coach service 
and provide the standard of service reasonably required without consequent loss 
and without, perhaps, getting our organization back into the subsidy situation. 
78 * i foe 

Mr. Patterson, President of United, was even more reluctant to 
engage in the business. He stated: 

* * * If we had a little margin to work on we could experiment with coach, 
we could experiment with many things, but we just cannot afford to take the chance 


On May 5, 1947, the Board adopted regulation 292.5 which authorized these carriers to conduct regularly 
scheduled operations during the pendancy of the Air Freight case. Some of the carriers were subsequently 
certificated in the Air Freight case, (10 C. A. B. 572 (1944)). 

4In 1953, noncertificated carriers flew 918 million revenue passenger miles, or 7 percent of the 14,369 
million flown by domestic trunklines. 

4 Report of the Civil Aeronautics Board submitted to the Subcommittee on Monopoly of the Select Com- 
mittee on Small Business, United States Senate, November 24, 1952. 

Airline Industry Investigation, hearings before the Committee on Interstate and Foreign Commerce, 
United States Senate, 8ist Cong., pp. 756, 757. (1949) 
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where we may effect, or create, greater losses than are staring us in the face right 
now. [Italics supplied.] 


In these same hearings the representatives of the noncertificated 
industry told the committee that there was a great mass market for 
profitable low fare coach operations.“ 

It is no answer-to say that the noncertificated carriers offered coach 
only between the long-haul high density markets. The certificated 
carriers could have done the same thing. In fact, their operations were 
so confined and it was not until 1953 that there was a limited extension 
of certificated coach to less dense markets. 

The Board has recognized the role of outside competitive influence 
in developing low-fare coach service. In a report to a Senate com- 
mittee, on the role of competition in commercial air transportation,® 
the Board stated: 

The irregular carriers, by operating in markets, under conditions, and at times 
when high-density seating could be realized and, consequently, lower fares charged, 


helped to bring about the development of low-fare coach services of the type that 
have accounted for the largest portion of the recent growth in domestic passenger 
business of all air carriers. Such low-fare coach services have served as a competitive 
stimulus to the certificated carriers in the low-cost field, and, together with the coach 
services of the certificated carriers, have induced many persons to travel by air who 
would not have utilized air services at the higher standard fares. (P. 30.) [Italics 
supplied.] 


The fact and the Jesson are clear. The fact is that coach service, 
the most important development in air transportation since the pas- 
sage of the act, was not developed by the grandfathers carrier. The 
lesson is that the proper development of air transportation suffers 
when it is protected from competition from new carriers with new 
and different ideas. The concept of developing mass travel by increas- 


ing seating density and lowering fares is not so unique as to strain 
the imagination. But it was the noncertificated carriers that did 
it first. 

The need for new competition is more than’a matter of historic 
record. Itisacurrent fact. Today first class fares yield in the neigh- 
borhood of 6 cents a mile and coach fares in the neighborhood of 4.2 
cents a mile. This compares with 3.1 cents for coach service by non- 
certificated carriers.“ At the same time profit margins are high.” 
Yet the Air Transport Association has repeatedly urged that higher 
fares are necessary and the annual reports of many carriers empha- 
size the same thing. The abortive history of the General Fare Investi- 
gation demonstrates that passenger rate regulation cannot be relied 
upon to control rate levels. When competition is limited, fare levels 
and profit levels tend to become too high. In an industry Jike air 
transportation which has economic characteristics closely akin to 
fully competitive business it is better to rely primarily on competition 
to control fare levels. In an industry with few carriers and a highly 
organized trade association, competition cannot be fully effective 
in controlling fare levels under a policy of excluding new competitors. 

# Airline Industry Investigation, hearings before Committee on Interstate and Foreign Commerce on 
8. man. ‘“~ Cong., Ist Sess. 260 (1949). See testimony of Mr, Fishgrund testifying as an official of Standard 
Airlines, Inc. 

4 Report of the Civil Aeronautics Board submitted to the Subcommittee on Monopoly of the Select 
Committee on Small Business, United States Senate, November 24, 1952, 

The yield of 3.1 cents is derived by dividing the combined 1954 passenger revenue of the ‘‘North Ameri- 
can’”’ carriers (Hemisphere, Trans-National, Trans-American, Twentieth Century and Unit Export) of 
$10,058,841 by the 329,476,000 revenue passenger miles. 

® Quarterly Financial Report, U.S. Manufacturing Corp. 1953, Federal Trade Commission and Securities 
Exchange Commission. In 1953, domestic trunklines had profits on sales of 5.5 percent compared to only 


4.3 percent of the 23 manufacturing industries studied. Only three of the 23 manufacturing industries had 
higher returns on sales. Later data is not available on the manufacturing industries. 
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THE ARGUMENTS AGAINST ENTRY BY NEW CARRIERS 


There are certain facts on which there need be no disagreement. 
The first is that air transportation has experienced a dynamic and 
rapid improvement. with a policy of restricted entry. Second, it is 
clear that there has been a substantial increase in competition among 
the grandfather carriers. As of today, important segments involving 
service to major cities such as Dallas, Atlanta, Kansas City, and Den- 
ver, are without competitive service but the Board has pending pro- 
ceedings which will enable it to remedy these deficiendies. Finally, 
it is clear that the Board, has through route extensions, built up some 
small carriers like National into important factors in the industry. 

None of these facts are conclusive on the issue of entry by new 
carriers. The achievements of air transportation may have occurred 
in spite of, rather than because of, the Board’s entry policy. The 
extension of competition among the older carriers does not establish 
that the public interest would not be better served by new com- 
petition from new carriers. And the extension of small carriers, 
however laudable, is not mutually exclusive of a policy of admitting 
new carriers into the business. 

Indeed, these very facts can be urged to support the need for com- 
petition from new carriers. The growth of air transportation and its 
current strength is one of the very reasons why entry by new carriers 
would involve no impairment of the operation of the older carriers. 
Moreover, the small disjointed National Airlines of 1938 could not 
stand competition. The pleasingly plump National Airlines of today 
may be the better for it. 

here are certain standard arguments that are used as justification 
for denying entry of new carriers. 

1. That new airliness are public utilities and should not be 
subject to new competition. 

2. That new carriers cannot be admitted without destroying 
the balance service pattern of existing carriers of serving both 
profitable and less profitable stations. 

3. That the Board has a prior obligation to build up the 
smaller certificated carriers particularly those that are subsidized 
before it admits new carriers. 


The Public Utility Argument 


The legal differences between the Civil Aeronautics Act and tradi- 
tional utility statutes have been previously discussed. This section 
is devoted to discussing the economic difference between traditional 
utility industries and air transportation. 

It would seem clear beyond question that the Board and the certifi- 
cated industry have recognized that this industry has substantially 
different economic characteristics than a traditional public utility, such 
as an electrical utility. The Air Transport Association has repeatedly 
emphasized the great expansion of competition among the grandfather 
carriers.) Such competitive service would hardly be authorized 
among electric utilities. It seems to follow that if the industries’ 
economic characteristics warrant competition among grandfather 
carriers, they also warrant competition between grandfather carriers 
and new carriers. Certainly it cannot be urged that this is a com- 


51 See statement of S. G. Tipton, general counsel, Air Transport Associates of America, in hearings before 
Committee on Interstate and Foreign Commerce, U. 8. Senate, 83d Cong., 2d sess. or S. 2647, p. 239. 
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petitive business when praising the development of competition 
among grandfather carriers but a public utility when questions of 
competition from new carriers is involved. 

While the action of the Board would seem to dispose of this public 
utility argument, it is still pertinent to point out the great differences 
between the economic characteristics of traditional public utilities 
and air transportation. Traditionally, entry has been severely re- 
stricted only in industries where competition hasn’t worked and has 
historically led to monopoly. Public utilities are characterized by 
high fixed investment, costs which decrease sharply with increases 
in volume or size, a low proportion of cash costs, and a relatively stable 
market.” Air transportation has none of these characteristics. Its 
basic economic characteristics are closely akin to an industry where 
historically competition has been deemed to serve the public interest 
best. 


The small town argument 


This argument is that existing carriers should be preferred because 
they will provide a balanced pattern of transportation serving both 
the lucrative long-haul high traffic points and the Jeaner short-haul 
low traffic points. New carriers, it is urged, seek to serve only the 
good points. Granting their route applications would destroy a bal- 
anced pattern of service to large and small towns. 

This argument is probably made more often than any other to 
support restriction of air transportation to existing carriers. Yet on 
the whole it has been subject to very little factual or logical analysis. 
It has largely been accepted as self-evident. For these reasons we are 
discussing it below in terms of four basic propositions. 

First, there is no warrant for the conclusion that existing carriers 
possess a moral superiority because they serve some small towns. His- 
torically, these carriers requested and obtained authority to serve small 
towns at a time when they were subsidized to provide the service. And 
when carriers are no longer subsidized, they proceeded with traditional 
business motives to petition the Board to abandon service at many 
small towns. There is nothing wrong with this. But there is no war- 
rant for the conclusion that a certificate vaccinates a carrier against 
greed. 

Moreover, the applications of new carriers do not necessarily reflect 
a desire to choose the easy path. They had no practical choice but to 
seek authorization to serve the larger cities. A Board that has never 
certificated a new carrier trunkline service to a large town is certainly 

8 See e. g., Jones and Bigham, Principles of Public Utility Economics (1939), pp. 62-68; Thompson and 
Smith, Public Utility Economics (1941), pp. 75-98; Barnes, The Economics of Public Utility Regulation 
(1941), pp. 42-43, 168-169. 

53 Air transportation has only one-seventh the investment in relation to sales of public utilities. This 
is shown by the following table: 

Investment as a 
percent of revenues 
MER ES epee 8 ite cing koe eerennnG-aiwke Wlaor seheagre 4 


Domestic trunklines..................--- Ss a * 
Manufacturing industries_....--. 40.9 


From an investment ratio standpoint, air transportation is closely akin to a normal manufacturing industry 
not to a public utility. Moreover, in air transportation costs do not decrease sharply with expansion of 
volume. Indeed, Western and Continental, which are the third and fourth smallest carriers in the domestic 
trunkline industry, have costs per available ton-mile which are lower than TWA and Northwest, which 
are among the largest carriers in the industry. In air transportation cash costs are 81.1 percent of total 
costs as compared to only 60.7 percent for electric utilities. Civil Aeronautics Board, Recurrent Report 
of Financial Data, 1953, and Quarterly Report of Air Carrier Operating Factors, December 1953, Federal 
Power Commission, Statistics of Electric Utilities, 1953. Federal Trade Commission and Security Ex- 
change Commission, 
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not going to certificate it to a small town. The only cities where these 
carriers had any possibility of success under Board policy were the 
larger cities. 

It cannot be assumed that new large city service would be an easy 
path to high profit operations. These are the segments where compe- 
tition is the most intensive. The experience of Northeast on its Boston- 
New York operation, or Capital on the New York-Atlanta operation 
should serve as a warning against the easy conclusion that there is pie 
in the sky between the big cities. A new carrier would sever these 
markets against competitive operations by existing carriers well estab- 
lished in the markets and with a substantial edge in equipment and 
capital resources. Heavy traffic will be offset by intense competition. 

Second, this argument precludes all new entry into the trunkline 
business. Since at small cities now served by one trunkline, there is 
no likelihood of the Board finding a justification for competitive 
trunkline service, a new carrier has no opportunity to secure the small 
town authorization necessary for the balanced kind of pattern contem- 
plated by the argument. Thus the argument leads logically to the 
conclusion that no new service by new carriers can ever be authorized. 
This is certainly not the statutory intent. 

Third, the proportion of small town service has been decreasing 
and is not sufficient to warrant a policy of complete exclusion of new 
carriers. For over 4 years the Board’s policy has been to suspend 
service at small trunkline points and to turn them over ‘o feeders. At 
the same time traffic at these points has grown and the proportion of 
service to small towns has declined. The following table * shows the 
change in proportions of revenue passenger miles at small and large 
stations. 

Where the overall picture of certificated trunkline operations to small 
towns is examined on the basis of current facts, it does not appear to 
be imposing enough to justify a policy of complete exclusion of new 
carriers. It has been rendered obsolete by the growth of air transport. 

Fourth, there is no evidence that the certification of new carriers 
would jeopardize existing service to small towns. For the most part 
the applications of new carriers seek service competitive with the 
Big Four. Not only are these carriers rendering a smaller proportion 
of small town service but their large traffic volume and their extremely 
profitable operating position makes it clear that small town service 
would not be impaired. 

Even with the smaller carriers, there appears to be little question 
that small town service is not jeopardized. This is true for a number 
of reasons: 

(a) The applications of new carriers do not as a general rule seek 
to compete in the major markets of the smaller carriers. The propor- 
tion of their traffic subject to diversion is generally small because they 
are not generally operating in the markets sought by new applicants. 

4 CAB Air Traffic srry March 1941, 1947, 1954. 


| 1941 1947 1954 





Percent Percent Percent 
Stations with under 775 passengers per month 6.1 1.6 8 
Stations with over 5,500 passengers per month --. - 35. 4 72.9 86. 7 
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(b) With traffic increasing rapidly, diversion by a new carrier is 
soon offset by growth.® 

(c) Many of these carriers, such as Capital, Delta, National, and 
Western have experienced substantial growth and have operating mar- 
gins comparable to the Big Four. Bigness is not synonymous with 
soundness. All of these carriers have managed to acquire and finance 
substantial fleets of new modern equipment on the basis of the strength 
of their operating position over existing routes. 

(2) While some small town service may not be as profitable as 
large town service, there is no evidence that indicates substantial losses 
at these stations. In fact, the 10 smallest stations of 4 medium sized 
trunks had revenues averaging 281 percent of station expenses.™ 
While this does not show that the stations are profitable, it does indi- 
cate that claims of heavy losses at small towns should be viewed with 
some skepticism. The more logical conclusion is merely that these 
towns do not contribute as much to the profitable operation of the 
company as the large towns. 

This is not to say that for some carriers such as Northeast the small 
station problem is not a serious one. In these situations the issue is 
whether the objective of the act will be better realized by building up 
their route systems through new authorizations or by awarding some 
routes to new carriers. This question depends on the facts of a partic- 
ular case. What is clear is that small station service should not be 
a complete bar in all cases to certification of new carriers. 

Our basic conclusion is that since the doctrine leads to complete 
exclusion of new carriers for all time, there is a heavy burden of proof 
on those who would use it to bar all new entry. An analysis of the 
facts supports the proposition that this burden has not been met. 
Overall the problem has decreased as the industry has grown and 
today only an insignificant portion of the total traffic is small town 
traffic. Moreover, it seems clear that certification of new carriers 
will not impair existing small town service. For those carriers with 
a serious small town business the essential question is whether it is in 
the public interest to build up those carriers by route extensions or 
to award routes to new carriers. This is discussed, infra. 


THE SMALL CARRIER ARGUMENT 


This argument is that the Board’s policy of exclusion of new carriers 
from trunkline transportation is justified because the Board should 
give priority to building up the position of smaller carriers and 
providing a better traffic balance among carriers. 

The argument would be more persuasive if the Board had such a 
policy. The fact is that while the smaller carriers have been expanded, 
they have not been able to hold their own trafficwise as compared to 
the Big Four since 1946. Between 1946 and 1954, their share of all 
trunklines, outside of the Big Four, declined from 33.5 to 26.4 per- 
cent of total revenue passenger-miles. If the policy of building up 
small carriers has not been dominant in the 17 years since the passage 
of the act, there is no reason why it should be resurrected for the 
purpose of keeping new carriers out of the industry. 


5 Since 1938 domestic trunkline revenue passenger miles increased at the rate of 25.5 percent a year. Since 
1948 the growth rate has been 19.6 i a year. 

8% The computation is for Braniff, Capital, Delta, and National, as shown on the form 41s for the third 
quarter of 1954. 
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Carried to its logical conclusion, this argument would also ban any 
extensions to the Big Four. This has not been the Board policy. 
The Board has in many cases concluded that while building up small 
carriers is one objective of the act, it is offset by other public interest 
considerations which support additional authorization for bigger car- 
riers.” This same comparative principle is applicable to the applica- 
tions of new carriers seeking certificates in preference to smaller 
certificated carriers. 

There is no question that one of the Board’s objectives should be 
the improvement of the position of the smaller carriers, particularly 
those that are still subsidized. With the industry growing at the rate 
of $100,000,000, the Board could well build up the small carriers and 
certificate operations by new carriers. Moreover, the statutory objec- 
tive is broader than the welfare of the few small carriers ® which still 
pose a serious problem. Its objective is to build a sound air trans- 
portation system which will best serve the interests of the traveling 
public and the national defense. While the Board’s decision must 
depend on the facts in a particular case, in many situations the sta- 
tutory objectives will best be served by the certification of a new 
carrier which will provide better service and by bringing new compe- 
tition to the industry improve its overall competitive tone. 


CONCLUSION 


Air transportation is big business today. It is among the country’s 
fastest growing industries. Yet it has been regulated as it it were a 
small unstable industry. After 17 years of controlled entry it would 
be neither practical nor legal to abandon all restrictions on entry. 


But there appears to be no question that the regulation of entry has 
been unjustifiably restrictive. In particular a policy which com- 
pletely excluded all new carriers for 17 years from the most important 
and significant area of air transportation is unwarranted. 

Certainly, this country has never before witnessed a situation where 
for 17 years a fast growing dynamic industry has been completely 
reserved to a few companies by legal barriers to entry. Such an 
extreme policy is contrary to our whole economic history. It is 
contrary to the act, its legislative history and to the language of the 
Board cases. The arguments in its favor are largely unanalyzed 
clichés not justified factually. Logically these arguments support 
some restrictions on entry but they do not justify complete exclusion. 
The act should not be used to protect the grandfather carriers from 
from competition but to promote its developmental objectives. 

The achievements of the certificated industry have been great. 
It is no derogation of these achievements to say that they would have 
been greater if the industry had had the benefits of competition from 
new carriers. 

57 See e. g. Northwest Air et al., Chicago-Milwaukee-New York, 6 CAB 217, 224 (1944). Eastern A.L. et al., 
Great Lakes-Florida case, 6 CAB 429 (1944). 
% In 1954 there were four domestic trunkline carriers, Braniff, Colonial, Continental and Northeast, 


which required subsidy of $37 million. In that same year, nonmail revenues increased by $98 million, or 
26 times the amount of the subsidy. 
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For the past several years the air transport industry has been the 
subject of a great debate. For the most part, it has been a one-sided 
debate with rather broad assertions and contentions being made before 
Congress, the Civil Aeronautics Board, and the public. These broad 
assertions have sought to prove that there has been a concentration of 
air traffic in the hands of a few ‘“‘grandfather’’ carriers who, as a result 
of that concentration, have enjoyed ‘‘excessive profits.” 

This article will demonstrate how wrong these contentions have 
been. It will show, briefly, the reasons for the enactment of the Civil 
Aeronautics Act of 1938; the nature of air transport regulations; the 
record of certificated air transportation under regulation of the Civil 
Aeronautics Board; the contributions of certificated air transport to 
national defense and the postal service; the prevailing extent of intense 
competition in domestic and international air transportation; the fact 
that there is neither concentration nor monopoly in certificated air 
transport today and little prospect that it can be expected in the future; 
and the fallacious reasoning behind any doctrine designed to substitute 
unlimited right of entry for the prevailing and proven philosophy of 
regulated and restricted competition under the Civil Aeronautics Act. 


THE NATURE OF THE BUSINESS OF AIR TRANSPORTATION 


Before discussing the record of certificated scheduled air transpor- 
tation in detail, it would be well to look at the general nature of the 
business. For, as one of the most—if not the most—precisely regu- 
lated of all public service industries, scheduled air transport submits 
to certain restrictions and must discharge certain obligations. 

The industry is regulated not only as to basic policy but, as will 
appear shortly, as to the innumerable details of its daily business. 
And, in addition to its general obligation to be of public service, the 


—— by special permission of the Journal of Air Law and Commerce (Northwestern University 
School of Law and School of Commerce), Vol. 22, No. 2, 1955. 
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industry has specific obligations to the commerce, the postal system, 
and the national defense. 

The regulations and the obligations both exist because Congress, 
some 17 years ago, determined that a scheduled air transport system 
must be created to meet a public need. The administration of the 
law governing the development of the scheduled air transport industry 
was entrusted to a Federal agency, the Civil Aeronautics Board. 

One of the general objectives set was that the industry must be of 
general public usefulness. It is the task of the industry to provide a 
universal air service—service not just for passengers, but for mail and 
goods; service not just for the large cities, but for the country’s 
smaller communities. In brief, the duty of the industry is to develop 
air transport. A second objective was that the industry must be 
competitive. A third objective was that the industry must become 
strong and self-sustaining. 

How the objective of developing air transport has been served can 
be told in the growth of traffic, the addition of schedules, the introduc- 
tion of new equipment—the production of more and more service at 
less and less cost to the public. How the objective of becoming more 
competitive has been served is conveyed in many ways: in the story 
of parallel services being established; in the vigor of the competition 
as reflected, to some extent, in the lusty promotional campaigns and 
the large volume of advertising sponsored by the industry. The drive 
for self-sufficiency is reflected in the fact that subsidy is a smaller and 
smaller proportion of industry revenues and, in recent years, has annu- 
ally required a smaller appropriation, despite greatly increased service. 

wo additional general observations may be made before going 
into detail. One is that, in addition to actually being the world’s 
most competitive air transport system, if not the world’s only com- 
petive system, the American-flag airlines compete with the great 
foreign-flag systems. It is worth noting that this competition is no 
longer restricted to the international routes. Under established Gov- 
ernment policies, foreign-flag airlines are given traffic rights which 
compete, directly and indirectly, with our domestic airlines. And, 
through special procedures, the foreign-flag airlines may receive 
hearings and decision far more rapidly than is possible for our own 
airlines. 

The second general observation is that, although this country’s 
scheduled air transport has, as the figures show, discharged its obliga- 
tion to be of service to the commerce, the postal system, and the 
national defense, as yet it has not fulfilled completely the promise it 
has held out for its investors. The measure of the industry’s in- 
creased usefulness is to be found in gross traffic figures, in gross rev- 
enues. But the measure of its strength for the future is found partly 
in its net income. And the increase in net income has not been 
commensurate with the increase in grosses. 


THE BACKGROUND AND PHILOSOPHY OF THE CIVIL AERONAUTICS ACT OF 
1938 


At the outset, it should be made perfectly clear that the Civil Aero- 
nautics Act of 1938 was a carefully considered statute which was 
designed to create a system of regulated competition for commercial 
aviation. At the time of the passage of the act, its sponsor in the 
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House, Representative Clarence F. Lea, pointed out that the act was 
necessary because “the industry has reached the point where unbridled 
and unregulated competition is a public menace * * *.’! It was not 
surprising that the will of Congress changed the nature of the unre- 
stricted competition previously inherent in air transportation and 
statutorily prohibited it for the future. Prior to and since the act of 
1938, other public service enterprises had or have been placed under 
public regulation, which meant that they were removed wholly or in 
part from the workings of a free enterprise system and from the play of 
unrestricted competition. This was not applicable only to those public 
utilities which we know as natural monopolies. This same type of 
economic control was applied to radio and television and, in the trans- 
portation field, to our railroads, our truckers, our bus companies and 
our pipelines as well as our airlines. 

The purpose of this approach resulted from the understandable 
conviction that, in many circumstances, unchecked and unrestrained 
competition was harmful to the community. Certainly, the history of 
air transportation before 1938 gave further validity to this contention. 

When Congress passed the Civil Aeronautics Act, the financial situ- 
ation of the air carriers had become so chaotic as to shake the faith of 
the investing public in their financial stability and to prevent the flow 
of funds into the industry. Fifty percent of the $120 million of private 
capital that had been invested in the air transport system before 1938 
had already been lost. Congress was aware of the history of ‘‘boom and 
bust” which had made the railroad industry a chronically sick industry. 
In 1938, when the Civil Aeronautics Act was passed, one-third of all 
railway mileage was in the hands of receivers or trustees. 

The Civil Aeronautics Act was enacted to provide unified regula- 
tion of the air transportation industry in accordance with a compre- 
hensive and long-range program based on sound economic principles. 
Congress intended to prevent uneconomic and destructive competition 
and wasteful duplication of services. The Senate committee which 
reported the bill which eventually became the Civil Aeronautics Act 
put the matter succinctly: 

Competition among air carriers is being carried to an extreme, which tends to 
jeopardize the financial status of the air carriers and to jeopardize and render 
unsafe a transportation service appropriate to the needs of commerce and required 
in the public interest, in the interests of the Postal Service, and of the national 
defense.’ 

Accordingly, any evaluation of commercial aviation today and of 
the Civil Aeronautics Act of 1938 must be against a background of 
the purposes of the act and the recognition that the act enunciated a 
doctrine of restricted competition. Whether that act has been success- 
ful, whether there is any validity to the contentions recently made by 
a handful for limitless freedom of entry, and whether the nature of the 
service suggested by new entrants and applicants would serve the 
public interest must be considered in the light of the act’s philosophy. 

Whether or not air transportation is a public utility in the same 
sense that gas and electricity and telephone companies are, it should 
be clear from the preceding brief exploration of the basic thesis under- 
lying the Civil Aeronautics Act that it probably is the most precisely 
regulated of all public service industries. Indeed, the Civil Aeronautics 
Board has concluded that the “‘Statutory provisions of (the Civil Aero- 


1 83 Congressional Record 6407, (1938). 
2S. Rept. 1661, 75th Cong., 3d sess., p. 2. 
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nautics Act) the legislative history, and decisions under the act plainly 
establish that air carriers are to be regulated as ‘public utilities’ as that 
term is generally understood.”’ 

It should be sufficient to “ae out that the nature of existing legis- 
lation imposes upon airlines which are certificated a substantial quan- 
tum of regulatory responsibility. As will be pointed out, the powers 
of the Board over air carriers, all of whom are by definition “common 
carriers,”’ are, as the Civil Aeronautics Board itself stated, “consistent 
with and similar to those normally applicable to regulated public 
utilities,’”* 

In order to enter air transportation, you must be certificated by the 
Board. In order to receive a certificate, you must show not only that 
your service is in the public convenience and necessity but that you 
are fit, willing, and able to perform it. A certificate, when issued, 
spec ifies the cities you may serve and the extent to whic h you can vary 
from the stringent requirements set out in that certificate. 

Once an applicant has been certificated, he may not suspend service 
without Board approval nor abandon any service without permission 
granted by the Board after hearing and argument. However, the 
Board, after a hearing which it, itself, may initiate, may alter, amend, 
modify, or suspend a certificate. 

Airline prices are regulated. Individual and joint rates must be 
reasonable and nondiscriminatory. All rates, classifications, and rules 
must be published and uniformly observed. ‘Tariffs believed to be 
unlawful can be suspended. Adequate service must be provided. A 
carrier cannot discriminate among persons, cities, or types of traffic. 
A carrier certificated to carry the mail, although paid for it only on a 
compensatory basis, must carry that mail with a priority over all other 
trafiic—despite the fact that mail travels more cheaply than people. 
If the Post Office Department prescribes additional mail schedules, a 
carrier must adhere to such prescriptions. 

There is’ no phase of an air carrier’s operations which is not regu- 
lated. Consolidations, mergers, acquisitions of control, pure hases, 
leases and contracts to operate the properties of other carriers or other 
persons are subject to approval, all of this after Board hearing and all 
of it subject to the caveat that approval will not create a monopoly in 
restraint of competition. Interlocking directorates are subject to ap- 
proval.. Every pooling arrangement, even if it involves the joint use 
of a loading ramp or a gate position, is subject to Board approval.® 

Accounts and records must be kept on Civil Aeronautics Board- 
prescribed forms. Periodic and special reports must be filed. The 
records of every airline are subject to regular Civil Aeronautics Board 
inspection and audit.’ An air carrier is subject to the labor provisions 
of the Railway Labor Act.*® Above all, an air carrier is subject to 
Civil Aeronautics Board investigation into the management of its 
business, its practices, its methods of competition, and anything else 
at the will of the regulatory agency.’ 

The foregoing requirements have been cited briefly to illustrate 
the nature of the business in which certificated air carriers are engaged. 





3 Testimony of Chairman, C. A. B. Hearings, Revision of Civil Aeronautics, 8. 2647, p. 1171 (1954). 

‘ Hearings on 8. 2647, op cit. 

5 §2 Stat. 1002, 49 U.S. C. 489. 

® 52 Stat. 1004, a by 56 Stat. 301, 49 U. 8. C. 492 

7 §2 Stat. 1000, 49 U. . 487. See also part 248 of the Economic Regulations of the Civil Aeronautics 

Board, 14 CFR 248. 

§ 52 Stat. 987, as amended by 56 Stat. 265, 61 Stat. 449, 49 U.S. C. 481. 

® §2 Stat. 984, 49 U.S. C. 425 


74189—56——14 











198 MATERIALS IN CIVIL AVIATION INDUSTRY, 1956 


It is important to appreciate that, to a very great extent, the ad- 
vantages granted by certification in the public interest are balanced 
by the obligations of enfranchisement 


THE RECORD OF CERTIFICATED AIR TRANSPORT SINCE THE PASSAGE 
OF THE ACT OF 1938 


The Civil Aeronautics Act, like others before it and since it, created 
a bipartisan regulatory agency, whose members are appointed by the 
President with the advice and consent of the Senate. It has the 
unquestioned responsibility to make decisions in the public interest 
wall the public convenience and necessity. 

A logical question is the extent to which, since 1938, the doctrine 
of regulated competition has produced, under CAB guidance, a sound 
air transport system, with particular reference to its competitive 
flavor and the absence of monopoly. Perhaps this question can be 
answered best by citing the record of certificated air transport—one 
shared mutually by the Civil Aeronautics Board and the regulated 
airlines. 

The 17-year period since the passage of the Civil Aeronautics Act 
has not been one of undisturbed expansion. The development of air 
transportation, airlinewise and aircraftwise, has been handicapped by 
World War II and, more recently, by the hot /eold war of 1951-55. 
So, it really is not fair to say that this progress in commercial certifi- 
cated air transportation should be measured against a yardstick of a 
full or continuing 17-year period. 

In 1938 the Board was handed a route structure which it started 
to work on between 1938 and 1940. This was the initial testing period. 
Before too long, the airlines went to war. Within 6 months after 
Pearl Harbor, 50 percent of the total fleet of commercial aircraft was 
used in, and as auxiliary to, the Air Transport Command and the 
Naval Air Transport Service. Within that same 6 months’ period, a 
third of the total complement of certificated airline personnel went 
to work for some arm of the Defense Establishment. 

From 1946 to 1949 came the postwar adjustment, with an economic 
recession suffered by the airlines while the rest of the country was 
enjoying unparalleled postwar prosperity. Due to manufacturing 
delays, it was not until 1950 that new equipment can be said to have 
really replaced the workhorse DC-3. Then, the airlines were able 
to begin to dig in and to move toward the stability for which they 
have been striving since regulation came into being in 1938. 

Regulation has benefited air transportation. It has benefited the 
country. Regulation was authorized with a trinity of purpose as set 
forth in the Civil Aeronautics Act—to serve and develop the com- 
merce of the United States, to facilitate the postal service, and to 
benefit the national defense. 


The contribution to the furtherance of the national defense 

The contributions of commercial aviation to the national defense 
are now history. This was not an accidental occurrence. The ability 
of the certificated airline industry to assist at the outset of World War 
II was the direct result of the planning and the thinking done by the 
then certificated airlines of the United States, cooperating through 
their trede group, the Air Transport Association. Reginald Cleveland, 
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who tells the story of this great wartime achievement in Air Transport 
at War, has this to say: 

Literally within minutes after the Japs struck at Pearl that Sunday, the Air 
Transport Association was in touch with General Marshall, Chief of Staff of the 
United States Army; with General Arnold, Chief of the Army Air Forces; and 
with Admiral Towers in the Navy Department. The headquarters of the Air 
Transport Association opened instantly and remained open approximately 24 
hours a day through the whole war period. When, prior to noon of December 7, 
the regular channels of Government communications failed properly to function 
and other channels had proved inadequate for Federal needs, the FBI operated 
through the headquarters of the association.” 


And, despite all the claims that are made that commercial air cargo 
carriage was invented after World War II, it should be noted, as Mr: 
Cleveland points out, that the development of this area of air carriage 
was stimulated and initiated by airlines’ joint undertakings. 

Colonel Gorrell (the first president of the Air Transport Association) next 
convinced the War Department that a survey should be made of cargo require- 


ments within the inline United States. * * * The objectiv e of this survey was 
to develop a real cargo service for the Army. * * *! 


It may be helpful to suggest briefly some specific instances in which 
the certificated airlines of the United States substantiated the faith 
of the Civil Aeronautics Board and the United States Government in 
their operations. As Mr. Cleveland so picturesquely states in his book: 

When Rommel’s Panzers had General Auchinleck backed up on the African 
desert so he could almost hear the boatswain’s whistie on the admiral’s flagship 
at Alexandria, it was transport flight that saved the day. The Eighth Army com- 
mander had antitank guns and shells but the shell fuses had been lost in transit. 
A plane in the United States was pulled off its regular run, loaded with fuses 
hastily assembled in New York and sent on its way across the Atlantic. The 
freshly revitalized artillery cracked the hide of the Afrika Corps’ famed armored 
legions and saved the gateway to the East.” 


Add to this the pioneering of the South Atlantic routes by certifi- 
cated international United States carriers, the daily operation over 
the previously insurmountable Himalayan ‘‘Hump,” and the astro- 
nomical airlift of the certificated airlines operating under contract 
with the Air Transport Command and the Naval Air Transport 
Service. The figures are set out in this same volume: 

At the end of our third year in the shooting war the sum of miles flown by the 
airlines under contract to the ATC and NATS on overseas routes amounted to 
more than 2% billion. Ton-miles flown in carrying cargo to foreign theaters of 


war were more than 600 million. Transport-miles flown on foreign routes were 
nearly 250 million and transport-hours racked up overseas, 1,400,000." 


Air Transport’s contribution to the national defense is continuing 
and current. Today, in 1955, as a result of planning by the Joint 
Chiefs of Staff, the airlines have created a Civil Reserve Air Fleet 
consisting of about half of their modern 4- -engine fleet—fast transport 
aircraft capable of nonstop over-ocean flight. These 290 airplanes are 
already partly modified for military operations and are subject to 
call—with their crews—within 48 hours. 

The Civil Reserve Air Fleet represents an investment of $400 
million. It would cost the government about $300 million a year to 
keep it in operation on a standby basis. And its combined airlift— 
more than two billion ton-miles annually—is nearly 10 times greater 

” Air Transport at War, Cleveland, p. 5, Harper & Bros. (1946). 
i Op. cit., p. 59. 


12 Op. cit., pp. 90-91. 
18 Op. cit., p. 93. 
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than the capacity of the civil air fleet which performed with such 
distinction in World War II. 


Contributions to the development and enhancement of the postal service 


The first scheduled air services in the United States were exclusively 
mail services. There were no passenger or freight revenues to help 
defray the cost of these services. Ina tradition as old as the Republic, 
the total cost was borne by the Government so that the publie might 
have faster mail service. And for some time after passenger and 
cargo business had started to develop, mail remained a major source of 
revenue for the airlines. 

Today, mail pay is no longer a form of subsidy. The rate for carry- 
ing the mail is simply compensation for the service performed. This 
mail rate is determined by the Government after full and open hear- 
ings. Today, mail revenue constitutes only 3.5 percent of the total 
airline revenues of all domestic air carriers. And of the cost of each 
6-cent air-postage stamp, 1.01 cents go to the airlines as payment and 
4.99 cents go to the United States Post Office Department. 

Recently, the Post Office Department started a new experiment in 
improved postal service for the public—sending first-class mail on a 
space available basis between certain points in the United States. In 
the first year of the experiment, senders of letters saved nearly 10 
billion hours of delivery time and hundreds of millions of letters 
reached destination an average of 11% hours sooner than if they had 
moved by surface means. The airlines received three-one hundredths 
of a penny from each 3-cent stamp covering a letter which traveled by 
air under the experiment—the Post Office realized 2.97 cents. 

In 1954, close to 1,400 million letters were flown, an increase of over 
564 percent since 1938. They were flown into 543 domestic cities, 
contrasted with the 183 receiving such service in 1938. In 1954, the 
Government received about $98 million in postal revenues from domes- 
tic letter airmail, and paid out only $16,500,000 to the airlines for those 
letters carried by air—or 1.18 cents to the airlines for every 7.01 cents 
paid by the public to the Government for letter airmail. 

The international mail and subsidy picture is somewhat different. 
Almost without exception, it is an important element of national pres- 
tige for a country to have an airline carrying its flag abroad and, if 
possible, into the United States, the principal source of air traffic. 
However, more than prestige is involved since these other nations, 
many of whom are our allies, consider that an effective air trasporta- 
tion system in being is an arm of the national defense, and available 
in the event of a national emergency. 

Vigorous and intense competition exists in international air trans- 
portation and will continue to exist, not only among certificated air- 
lines of the United States but between United States carriers on the 
one hand and the many nationally owned and nationally subsidized 
foreign-flag carriers of other nations. In the postwar years 1946-53, 
the wholly owned airline entities of Great Britain, France, the Nether- 
lands, Belgium, Canada, Argentina, Scandinavia, Switzerland, Vene- 
zuela, and Brazil received a total of $778 million in subsidy from their 

overnments in direct cash, government stock payments, government 
oans, and value of equipment provided. 

In the face of this kind of subsidized foreign competition, the inter- 
national airlines of the United States have reduced their reliance on 
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subsidy so that such revenues will amount to 4.8 percent of total 
revenues in fiscal year 1956. In addition, in 1954, the money required 
to operate the total United States airline system was $1,294 million 
Of that sum, the Government put up about $67 million, the airlines 
put up $1,227 million. For every dollar of the $67 million put up by 
the Government to insure air service where it was needed in 1954, the 
airlines developed $5.39 in return for the Government. In addition, 
the airlines paid Federal gas and oil taxes of $16 million for their share 
of the use of the Federal airways system, although it is calculated that 
only $12,500,000 would have covered their share for the maintenance 
and operation of this system. 

Further, in the year 1954, the airlines developed revenues for the 
Federal Government. The certificated scheduled airlines paid Federal 
income taxes of $67,300,000; the certificated scheduled airlines paid 
miscellaneous excise taxes of $2 million; the certificated scheduled 
airlines accounted for transportation excise taxes of $120 million; the 
certificated scheduled airlines created total postage revenues for the 
Post Office Department of $171,700,000—or a grand total of $361 
million. 


Benefits to the foreign and domestic commerce 

Next it will be well to note some of the benefits which have accrued, 
as the act intended, to our domestic and foreign commerce and trade in 
the form of more service, improved service and intensified competition. 

1. Regulation has developed United States domestic, international and 
overseas air transportation.—An important measure of the growth in 
usefulness of certificated air transport service is in the increase in the 
number of revenue passenger-miles operated—that is, the number of 


miles over which paying passengers were carried. The revenue 


passenger-miles operated by American-flag carriers on both domestic 
and international routes increased from a half billion (533,052,000) in 
1938 to 20 billion (20,511,600,000) in 1954. This is an increase of 
more than 39 times, or almost 4,000 percent. The number of seat 
miles operated, which represents the number of seat miles offered for 
sale to the public, increased from 1,067,558,000 in 1938 to 33,140 
million in 1954. This is an increase of almost 32 times the operation 
in 1938. 

The number of passengers carried increased from 1} million 
(1,536,111) to more than 35 million (35,184,000). For every passenger 
carried in 1938, the certificated airlines in 1954 carried 23. Cargo 
transportation increased from 2,550,000 ton-miles in 1938 to 347 
million ton-miles in 1954. The total airline revenues from traffic other 
than mail increased from $33,600,594 in 1938 to more than one billion 
dollars ($1,289 million). During this time, the total number of air- 
planes in use by certificated airlines increased from about 300 to 
1,500—a fivefold increase. 

The number of certificated airlines has increased from 22 to 59 in 
1954. Miles of authorized airline routes have increased many times, 
Much of the increased mileage reflects the creation and addition of air 
carriers and competition between the points served. 

2. Regulation has improved service.—Statistics and maps alone do 
not reflect the innovations and the high quality of services which are 
the hallmarks of American air transportation. It was the American 
air carrier who first conquered the barriers of oceanic distance and 
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who accustomed the domestic traveling public to the convenience of 
stewardess service, to complimentary meals, and to standard credit 
arrangements for transportation. 

Not only have the American airlines led the world in luxurious 
and safe airline equipment, but also the airlines offer a truly nation- 
wide transport service. The traveler can go into the ticket office of 
any certificated airlines in the United States and buy a ticket to any 
of the 543 cities in the United States served by an airline, and to any 
place abroad. The magnitude of such an undertaking is evidenced by 
the vast number of facilitating agreements and arrangements among 
the airlines of the United States which were necessary to permit any 
ticket agent of one to issue tickets valid upon any of the others, to use 
standard ticket and baggage forms and uniform reservation and ticket- 
ing procedures, and to reduce service costs in handling traffic. 

If the traveler wishes to go to a city other than the 543 cities served 
by the airlines, he can make arrangements in the airline ticket office 
for airplane taxi service from the airline point, or rent a car at the 
airline point to travel to the off line point of his destination. He can 
use his airline credit card to charge all of these transportation services. 

Substantially similar service is available to travelers wishing to go 
to any point in the free world served by airlines. Thus, a traveler in 
Grand Island, Nebr., can buy an airline ticket that will take him to 
New Delhi, India, or Melbourne, Australia, and can check his baggage 
from that point through to his destination. 

This same type of national and worldwide service is also offered 
by the airlines in transporting cargo. A shipment tendered to an air- 
line in Bangor, Maine, will be accepted for delivery at any airline 
point in the United States and moved to destination on a single air 
waybill. Door-to-door service is offered throughout the United States. 
The tariffs governing not only the air transport service but also the 
pickup and delivery service are available in a single book, readily 
available and useful to shippers and consignees. By the same token, 
a shipper in Grand Island, Nebr., can send air freight to Djakarta, 
Indonesia, and can get the only air waybill he needs when he tenders 
the shipment at Grand Island. 

These worldwide services are possible by virtue of working agree- 
ments not only between the airlines in the United States but also 
between practically all of the airlines in the free world. They are 
intelligible to and honored by air carriers employees in Topeka, Kans., 
or Karachi, Pakistan. 

Probably the air service system is the only direct carrier system 
offering such a worldwide service. The benefits of this worldwide 
service are enhanced by a comparison with the normal international 
movements of cargo. A shipment from Grand Island to New Delhi 
by surface carrier would involve one or more transactions from Grand 
Island to New York, at least a second transaction—and a second trans- 
portation document—for the water carriage from New York, and a 
third transportation arrangement would have to be made when the 
shipment arrived at Bombay. These transactions in air transportation 
are reduced to one, and these services are possible by virtue of a vast 
number of intercarrier agreements reviewed by and subject to the 
approval of the Civil Aeronautics Board. 

This progress was made possible by the fact that air transport is a 
regulated public service industry. The keystone of this regulation 
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is the certificate requirement. Under it, and before authority to 
operate may be granted, an applicant must show a need for service, 
in the public interest, and a fitness and ability to operate the service. 

3. Regulation Has Increased and Intensified Competition and Pre- 
vented Monopoly—(a) The domestic route systems.—Two maps illustrate 
the increase in the route miles in the United States. The first map, 
figure 1, shows the routes authorized in August 1938, and the second 
map, figure 2, shows the routes authorized at the end of 1954. The 
number of cities served increased from 183 to 543. 

Even this does not show the full extent of the routes currently 
operated. First, the map does not show the duplicate services between 
many cities. For example, over the route between New York and 
Chicago, 4 carriers currently operate; similarly over the route be- 
tween Washington and Chicago, 4 airlines operate; and over the route 
between New York and Los Angeles, 3 airlines provide service. 

Secondly, this map does not show the interchange services. Between 
Miami and Los Angeles, a passenger can board an aircraft at one point 
and fly through to the other, in the course of which he will travel over 
the routes of the three airlines in the same aircraft. There are cur- 
rently 12 of these interchange arrangements, which provide a service 
comparable to an additional through route. 

(6) The International Route systems.—Three maps graphically illus- 
trate the extent of the increase in competition in international opera- 
tions. 

In 1938 there were two short routes into Canada, a bare segment 
into the Caribbean and Mexico, one route along each coast of South 
and Latin America, and a route to the Philippines and Hong Kong 
via the Central Pacific. In 1954 note the extensive United States flag 
competition across the Atlantic and Pacific to Europe, the Middle 
East, India, Japan, in the Caribbean and down through all of Latin 
America. 

The third map shows the concentration of foreign-flag lines to 
gateway points over the Atlantic, the unbelievable number of foreign 
carriers in the Caribbean and Latin America (not all the smaller ones 
are shown), and the surprising number of foreign-owned airlines 
competing with our carriers for the thin traffic over the Pacific to 
the Orient and Australasia. 

This last map of foreign-flag competition, figure 5, does not show 
the recently-inaugurated operation of West Germany’s Lufthansa. Nor 
does it show the extent to which the grant of air rights, by our govern- 
ment, to foreign-flag lines diverts transcontinental air traffic. To date, 
Scandinavian Air Lines alone has been authorized to fly the polar 
route and carry passengers all the way from the west coast without 
their having to use United States carriers to reach east coast debarka- 
tion points. The British, Australians, Japanese and Germans are cur- 
rently negotiating for similar authority. 

In addition to the fact that there are few routes in the interna- 
tional system which are operated exclusively by any one United 
States flag carrier, there is the additional fact of competition between 
United States carriers, on the one hand, and carriers of foreign 
countries, on the other. 

(c) Traditional transportation patterns.—Traditionally, in order to 
provide transportation to as much of the public as possible, regulation 
has been required. In 1953, service was provided to over 540 air- 
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ports in the domestic United States. Fifty-five out of every 100 
passengers who used air transportation came from only 15 of these 
543 airports. Some 528 airports accounted for the remaining 45 
percent. It is clear that, if there had been no regulation, the quan- 
tity of service and the extent to which service has been provided to 
different and less populated areas of the United States would have been 
curtailed substantially. Or, to put it differently, an overwhelming 
majority of the cities to which the airlines provide service just do 
not generate enough traffic to warrant operations if air transport 
were not regulated and was subject only to the rules of the ‘“‘free”’ 
market place. 

Existing traffic patterns within the United States require regula- 
tion. It is evident to anyone who analyzes the airline service to the 
48 States that the quantity and extent of the service now existing 
would be impossible without regulation. Regardless of the number 
of passengers enplaned or the number of cities served, between 70 
and 90 percent of all traffic generated within a particular State comes 
from one or two cities. 

As an example, in 1953, 13 airlines served 18 cities in New York 
State and yet 80 percent of the traffic was developed out of the New 
York City airports. As further examples, note the following: In Cali- 
fornia, although 36 cities were served, 85 percent of the traffic was 
out of Los Angeles and San Francisco; in Florida, although 21 cities 
were provided service by 5 airlines, 71 percent of the traffic developed 
in Miami and Jacksonville; in Michigan, with service being provided 
to 18 cities, 80 percent of the traffic originated in Detroit; and in 
Illinois, 96 percent of the passengers at 11 cities in the State were 
enplaned at Chicago. 

It is surprising to some that trunk carriers as well as local service 
carriers provide service to the smaller cities in the United States. The 
trunklines are able to de this because the losses sustained at these mar- 
ginal cities, which also deserve the advantages of air transportation, are 
compensated for by the revenues developed at the greater traffic- 
producing areas—most of which, for long-haul-carriage purposes, are 
highly competitive. Figures submitted by the Civil Aeronautics 
Board for 6 of the largest domestic trunklines show a substantial 
quantity of what the Board called marginal or loss points: American 
Airlines with 23 such points served of the 61 on its route system; 
Delta-C. & S. with 28 points of its total of 48; Eastern with 40 of its 
81 points; National with 21 of its 30; TWA with 18 of its 51; United 
with 35 of its 61." 

(d) The nature of the development of a balanced, competitive, self- 
sufficient trunkline system.—Against this record of demonstrated pro- 
gress are advanced many arguments which suggest that competitive 
opportunity in the industry has been reduced rather than expanded 
in the face of an unlimited air carrier market. 

One of the arguments frequently advanced is that the trunkline 
industry has contracted from 16 carriers which existed in 1938 to just 
13. Proponents of this view usually suggest that the 13 may ulti- 
mately become fewer. Of course, it is a possibility if, in the judgment 
of the Board, such contraction is necessary to maintain a strong air 
transport system, still competitive but better balanced. No one 
seriously contemplates or predicts that there will be a reduction to 


14 Hearings, 8. 2647, op. cit., p. 764. 
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4 or 5 trunks. However, there is every reason to believe that those 
which exist today will become better balanced and compete more 
effectively with one another. 

In 1938 there were in existence a number of air carriers who were 
not very strong. In fact, it is wrong to call all of them in existence at 
that time trunk carriers. If, however, that categorization is used for 
1938, it is only fair to say that the original 16 are now 26. For, 
although 16 grandfather carriers are now 13, there are an additional 
13 domestic local service airlines of varying sizes, all of them substan- 
tially larger than a majority of the original grandfather carriers at 
the time of their certification. 

From 1938 to date, the Board grappled with the problem not only 
of straightening out the grandfather systems but of expanding some 
carriers, duplicating the operations of other carriers, and merging and 
consolidating weak carriers into stronger carriers—all in the interest 
of increased service and reduced subsidy. 

The basic problem was, and is, to increase competition while 
strengthening existing carriers to be self-sustaining in keeping with the 
will of Congress as expressed in the act. The determination which 
had to be made was whether you introduce additional groups into the 
industry or whether you strengthen the carriers already in business as 
a matter of general public interest, and economy to the taxpayer. 

Four striking examples of the extent to which regulation has 
increased competition, decreased subsidy, and provided for more effec- 
tive competition and for better balance in the air transportation system 
is the job that was accomplished by the Board in the instances of 
Western Air Lines on the Pacific coast, National Airlines on the 
Atlantic coast, and Continental and Braniff in mid-America. Figure 
6 shows the four lines as they existed in 1938 and figures 7 and 8 show 
them as they were in 1954. In 1938 National was a carrier with 2 
unconnected soutbernly segments, 1 across the State of Florida and 
the other from Jacksonville to New Orleans. In 1954 National is a 
long-haul operator but has still not neglected the service it continues 
to provide to the smaller and less profitable cities on its system. In 
1938 Western Air Lines had a thin route from Los Angeles to Salt 
Lake and then to Montana. The 1954 Western system, built over the 
years and which is responsible for removing the ‘airline from subsidy 
and making it self-sufficient, illustrates how effective and intelligent 
regulation results in more service and less subsdiy. 

Continental Air Lines’ system, at the date of the passage of the 
act, was represented by a thin line and an even thinner route from 
El Paso to Denver with little in between of any traffic consequence. 
Today, Continental’s efforts toward self-sufficiency have been material- 
ly assisted by extensions into the East as far as Kansas City, southeast 
to Houston and, most recently, by its acquisition of Pioneer, a local 
service carrier with a complementary route structure. In 1938, 
Braniff served the center of the country south from Chicago to Browns- 
ville, with a thin segment from Amarillo to Dallas. Today, Braniff’s 
reliance on domestic subsidy has been substantially reduced and it is 
providing more and better service with very little subsidy, as a result 
of the better balance developed over the years. It was permitted to 
absorb, and thereby insure the continued service of, the economically 
threatened Mid-Continent Airlines. 
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The Board had the opportunity of developing these carriers and 
others into strong units free from subsidy, and creating competition in 
that way, or permitting additional groups to enter the business, leaving 
the weak perpetually umpotent and overlaying new carriers on top of 
them. It rejected, as the act dictates, the acceptance of a doctrine of 
“competition for competion’s sake,’’ and took the course of devel- 
oping both a competitive and a strong air transport system for the 
maximum public convenience and necessity, as the statute requires. 
Although details of the Board’s various decisions have been contested 
according to the interests of respective parties, on an overall basis, 
the Board was clearly right—particularly when one reviews the progres 
of ry trunklines, which shows that the initial pioneering was pretty 
good. 

(e) The extent of competition in Air transportation today. The 
pretense that certificated air transportation is a monopoly is essentially 
an exercise in semantics. A scare word is employed to picture a 
situation which is far from monopolistic. On specific routes in the 
United States, there is more competition among the certificated air- 
lines than exists in any other form of common carrier transportation, 
in addition to the competition from private carriers. Three airlines 
operate from New York to Los Angeles and from New York to San 
Francisco. Four airlines operate between New York and Chicago and 
Washington and Chicago. Three airlines compete between Boston 
and New York and New York and Washington. Three airlines com- 
pete between San Francisco and Los Angeles. 

The important fact is that this duplicative competition exists 
essentially between those cities to which the monopoly-criers would 
like to fly. The discontented, who attack the existing system, are not 
interested in providing air service, now or in the future, to cities like 
Binghamton, N. Y.; Springfield, Ill.; Tallahassee, Fla.; Odessa, 
Tex.; Ogden, Utah; Sacramento, Calif.; Medford, Oreg.; Topeka, 
Kans.; Harrisburg, Pa.; or any of the multibundred airports generating 
little traffic, but to which trunkline operations are supported by the 
revenues generated by the relative handful of large metropolitan areas. 

Competitive duplication of service between the 50 pairs of United 
States cities ranking first in traffic volume increased from 45.9 percent 
before World War II to 92 percent in 1954, according to the airline 
passenger surveys of the Civil Aeronautics Board. Presently, there is 
competitive duplication by three and four carriers for over 61 percent 
of the traffic of these first 50 pairs of cities. Further evidence of the 
extent of competition and its intensity in air transportation was sub- 
mitted by the Civil Aeronautics Board to the Senate Interstate and 
Foreign Commerce Committee, 83d Congress, Ist session, in connec- 
tion with S. 2647, demonstrating conclusively the extent to which the 
Board since 1938, has created extensive competition over substantially 
all of the principal traffic routes in the United States. A more specific 
example was submitted to the Air Transport Association by one of 
the largest carriers in the country. This carrier pointed out that, in 
1938, only 11.44 percent of the traffic between the pairs of cities then 
certificated to that carrier was competitively served; in terms of 
dollars and cents, of a total of 1 month’s revenues of $16,300,000, 
only $1,865,000 was derived from competitive traffic. In 1955, over 
these same points, 90.96 percent of the traffic is now competitively 
served; a sample month in 1955 shows that, of total revenues of over 
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$28 million, better than $25,500,000 was derived from traffic between 
pairs-of cities served by the aforementioned carrier and at least one 
additional air carrier. 

(f) Competition with other competing forms of transportation and the 
future of the common carrier market.—Air carriers compete vigorously 
with one another. Even more important, air carriers are competing, 
in the travel market, with the railroads, steamships, buslines a most 
important of all, with private automobiles—shortly to be a source of 
even greater competition in the light of the proposed highway con- 
struction program. 

It is important to look briefly at the nature of the common carrier 
market in the United States today. In 1946 the common carrier 
market amounted to a total of over 90 billion revenue passenger-miles. 
In 1954 that market—the rails, the buses and the airlines—had de- 
clined to a little over 57 billion revenue passenger-miles. Figure 9 
illustrates that decline. It is true that the airlines have increased 
their participation in this declining market—in fact, have created air 
travel where none existed before—but it is interesting to see where the 

reatest penetration of this market has been. In 1953 the airlines 
rad a little over 71 percent of the total common carriage over 1,000 
miles. However, of the total of 532 million passengers carried in com- 
mon carriage in 1953, all but 6,900,000 or 1.3 percent, traveled less 
than 1,000-mile distances, and 511,700,000 less than 500 miles. As 
shown by figure 10, the airlines carried a relatively smaller percentage 
of the passengers traveling less than 500 miles than either the bus 
companies or the railroads. 

Accordingly, when one talks about monopoly in air transportation, 
he should consider carefully the extent to which the entire market is 
still open to competition, rather than just a portion of it. These 
figures suggest that the area of greatest prospective penetration is not 
in those segments which the airlines have successfully penetrated to 
date but rather in the short-haul field. And, in the short-haul field, 
there can be no denying that the Civil Aeronautics Board, in its 
certification of local airlines (whose operating rights have now been 
made permanent by legislation), has provided for even more intense 
competition for that market. As equipment more suitable for pene- 
trating the short-haul market is developed, competition no doubt will 
become even keener. 

(g) Specifie actions of CAB to foster competition by certification, to 
prevent monopoly, and to permit new entry into air transportation.—The 
cry-monopoly approach has two basic weaknesses: First, it ignores 
the vast majority of the actions taken by the Board since 1938, many— 
if not most—of which have been adverse to the interests of the grand- 
father carriers; second, it is based on misleading terminology and 
innuendo. This is especially apparent in the acceptance of the re- 
current propaganda that the Civil Aeronautics Board has never 
certificated a new domestic trunkline carrier. The fact is that the 
CAB has certificated many new carriers, both domestic and overseas. 
Many others, such as Western, Continental, National, and Braniff, 
have been converted into trunk lines by CAB certification: These 
charges are, at any rate, substantially refuted by a review of the 
Board’s decisions over the years. The Board, since 1938, has— 

Certificated Northeast to compete with American between New 
York and Boston; 
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Certificated National to compete with Eastern between New 
York and Florida; 

Certificated Delta to compete with Eastern between Chicago- 
Atlanta and Miami; 

Certificated Capital to compete with Eastern between New 
York-New Orleans; American between New York-Memphis; 
TWA between New York-Pittsburgh-Detroit ; 

Certificated Northwest (the smaller carrier) to compete with 
United between New York and the Pacific Northwest and be- 
tween Chicago and the Pacific Northwest; 

Certificated Colonial (a smaller carrier) to compete with Pan 
American between New York and Bermuda; 

Certificated Western Air Lines to compete with United be- 
tween Los Angeles and San Francisco and later extended Western 
to Seattle; 

Selected Northwest for the North Pacific route in preference 
to Pan American: 

Authorized Alaska Airlines and Pacific Northern to operate 
Seattle-Alaska services in competition with Pan American and 
Northwest, for the first time giving each of these carriers entry 
into the United States; 

Authorized Delta-C & S and National to compete with Pan 
American in the Caribbean; 

Selected local service carriers to operate throughout the coun- 
try; the trunklines were invariably excluded from this field of 
operation even though they fought hard to secure authorization, 
and despite the present and even greater prospective competition 
between the trunks and the local service airlines; 

Certificated four air freight carriers (all former nonscheduled 
operators) to operate the best air freight routes in the country— 
over the violent opposition of the entire domestic trunkline in- 
dustry; 

Certificated Riddle Airlines (a former irregular) to operate a 
New York-Puerto Rico freight service; 

Certificated Aerovias Sud Americana (a former nonscheduled 
carrier) to operate freight services between Tampa/St. Peters- 
burg-Havana/Central America; 

Certificated Mackey Air Transport and Midet Airlines (new 
carriers) to operate between Florida and the Bahamas; 

Certificated Trans-Pacific Airlines (formerly nonscheduled) to 
operate alongside Hawaiian Airlines in the Hawaiian Islands; 

Granted a blanket exemption to the Air Freight Forwarders 
against the solid opposition of the trunkline carriers; 

Required the lowering of airline fares to 4% cents per mile in 
1945; 

Suspended certain proposed coach fares of trunklines in 1948, 
thus preventing them from meeting nonscheduled fares for a con- 
siderable period of time; 

Adopted increasingly drastic policies of disallowances in deter- 
mining mail rates, resulting in the payment of lower mail rates to 
air carriers; 

Imposed severe labor protective conditions on carriers involved 
in mergers and cosolidations; 
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Disapproved acquisition of small carriers by large carriers in 
the eases of American-Mid-Continent; United-Western: 

Increased the amount of territorial and international competi- 
tion among United States carriers so that. today there are 2 across 
the Atlantic; 2 across the Pacific; 5 into Latin America, including 
1 all-cargo operator; 3 to Puerto Rico from the United States 
including an all-cargo line; 4 to Alaska; and 3 from the Mainland 
to Hawaii. 

In contrast to these and many other actions which were usually 
taken contrary to the opposition of the certificated carriers in general 
or of the larger carriers in particular, conclusions as to monopoly are 
based on the isolated and misleading fact that the CAB has not 
certificated a new trunkline. In the final analysis all this means is 
that the CAB has not certificated a new carrier to duplicate the 
existing competitive services between the 6 or 8 greatest traflic- 
producing cities in the country. Certainly, it does not prove the 
accusation that the CAB is, in any sense, monopoly minded or 
industry dominated. 

If the CAB has fostered monopoly, how can the fact that it author- 
ized 4 former nonscheduled carriers (1 of whom found it unprofitable 
to continue to operate) to operate scheduled freight services between 
all of the major freight-producing cities in the country, 1 to operate 
to Puerto Rico and the other with extensive routes to Latin America 
be explained? This was done over the bitter opposition of the cer- 
tificated carriers on the basis of a record which barely sustained the 
finding of public convenience and necessity. Operating results have 
proven the prematurity of the unbelievable optimism adduced in the 
Air Freight case which led to these certifications. Even before this 
certification, the larger trunklines had explored air freight and, today, 
are endeavoring to penetrate that market to an even greater extent. 

And how does one explain the hundreds of other decisions where 
the CAB has authorized competition with the so-called big four? 
Certainly, National (then the smallest air carrier) held no hypnotic 
control over the Board when its route was extended into New York 
to compete with Eastern. Many other cases can be cited where the 
smaller less powerful carriers were certificated for new routes by the 
CAB over the objection of the larger carriers. 

The most significant factor in this whole debate of alleged monop- 
oly is the fact that the Board inherited an air transportation network 
which was very much unbalanced in terms of size and economic 
opportunity. A few carriers had the better routes—including the big- 
gest cities and long hauls. Continuance of that situation would have 
meant the sentencing of the small carriers to a permanent subsidy 
status. Faced with this situation, the Board generally developed re- 
gional carriers into trunklines, selected the smaller trunklines to 
operate the new competitive routes, and created a new class of regional 
carriers known as local-service airlines. At the same time, the Board 

ranted some route extensions to the large carriers, because they were 
in a position to provide a large amount of one-carrier service in the 
public convenience. 

The net result of the Board’s actions during the 17 years under the 
act has been to build up substantially all of the trunklines to a posi- 
tion where, although by no means wealthy, they are at least currently 
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self-sufficient. At the same time, the Board has established a system 
of competitive service over just about all of the major air routes of the 
country. After the war, the addition of new carriers, many of them 
former nonscheduled operators, took the form of granting certificates 
for which they applied to institute scheduled local-service systems. 


THERE IS NEITHER MONOPOLY NOR CONCENTRATION IN CERTIFICATED 
AIR TRANSPORTATION 


Concentration is another one-word argument designed to prove 
the existence of monopoly and establish the necessity for greater 
freedom of entry. ‘This argument is based on the fact that, over the 
years, the original trunkline carriers have participated in an air 
transport economy which has expanded some 40 times. Pie charts 
and bar charts are used to show the extent to which a few of the larger 
trunklines have been getting bigger and bigger and sharing, it is said, 
disproportionately in the total amount of available commercial 
revenues. 

Industrial concentration, even in unregulated businesses, is a phrase 
of art. Such concentration leads to noncompetitive results which 
simply are not evident in the commercial air transportation system 
today. Perhaps it may be worthwhile to look at some of the elements 
of concentration very briefly in order to appreciate better the non- 
concentrate situation in certificated air transport. 

Thorstein Veblen noted 50 years ago some significant factors about 
consolidation: 

In great measure the saving effected is a saving of the costs of business manage- 
ment and of the competitive costs of marketing products and services, rather than 
a& saving in the prime costs of production. * * * The amount of business that 
has to be transacted per unit of product is much greater where the various related 
industrial processes are managed in severalty than where several of them are 
brought under one business management. * * * The greater the parcelment in 
point of ownership, the greater the amount of business work that has to be done 
in connection with given output of goods and services. * * * It is in doing 
away with unnecessary business transactions and industrially futile maneuvering 
on the part of independent firms that the promoter of combinations finds his most 
telling opportunity." 

The hallmarks of concentration are: Reduced efforts to sell and 
the consequent reductions in expenditures in sales promotion; non- 
expanding markets; maintained or increased prices; static ingenuity 
and imaginativeness; little inventive progress; prevalence of mergers, 
consolidations, and acquisitions; and excessive profits. 

In air transportation, there have been only three trunkline mergers, 
acquisitions or consolidations since 1938 and, once the local service 
lines were shaken out of the formative stage as a going business, 
only one consolidation. This is in sharp contrast with the many 
mergers effected before the passage of the Civil Aeronautics Act, and 
with the Board’s rejection of a number of proposed mergers.” 

Competition between the airlines today benefits the public both 
in service and price. Further, the operating results of the domestic 
trunkline carriers, admittedly the most profitable segment in the 
industry, do not reflect that these airlines have enjoyed excessive 
profits or that their stockholders have received even a satisfactory 
return on their investment. 

4 Thorstein Veblen, The Theory of Business Enterprise, New York, 1915, pp. 45-48. 


% For example, note the following C. A. B. orders denying proposed mergers, acquisitions or consolida- 
tion: E-1418, E-4540, E-4617, E-4472, E-5205, E-5594, and E-8146. 
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Retter air service at the same or lower cost to the consumer 

The aircraft being used by the certificated carriers is, perhaps, one 
of the best reflections of the kind of service being provided. Since the 
war, $884 million have been spent in the purchase of operating equip- 
ment and in buying and developing transport airplanes. Anyone who 
has reviewed the whole picture will see what is causing it. One carrier 
will buy a fleet of then-modern equipment. Soon, with technological 
advances, he will find that his competitors have acquired or improved 
aircraft to out-compete him. He then buys newer, faster, more eco- 
nomic aircraft. That has gone on in rapid succession until now with 
the new DC-7’s and Super-G Constellations, transcontinental nonstop 
service, is provided with aircraft specifically designed for that purpose. 
This is probably the most outstanding mark of service improvement 
in recent years. No doubt similar aircraft will be flying nonstop over 
any ocean and between any continents in the not too distant future. 
One airline (Capital) is about to institute operations with British- 
made turboprops and another (American) has just announced a 
$65 million purchase of new American-manufactured turboprop air- 
craft. 

These improvements in equipment have brought greater traveling 
comfort and greater reliability to the public, in most instances at no 
greater cost. Notwithstanding the fact that every cost in airline pays 
has gone up markedly since 1946, the actual prices charged by the 
airlines, unlike most other businesses, have held steady and now are 
going down. The price to the consumer for coach service, which con- 
stitutes about 37 percent of the total service being offered today by 
certificated airlines, is set at a lower unit price than was being charged 
back in 1938. 


The airlines have not enjoyed excessive profits 

It really makes very little difference what measures are used to 
assess the bigness of air transportation; this alleged bigness is not 
reflected in the profits turned by the airlines or in their operating 
results over any respectable period of time. The United States certifi- 
cated airline industry grossed over a billion dollars in 1954, to be sure, 
but that, large as it may appear, is but arecent development. In addi- 
tion, that billion-dollar figure is merely a gross-income picture and not 
a proper portrayal of the industry’s earning capacity, even in one of 
its most profitable years. Against a total sales gross of $1,412,000,000 
in 1954, the industry showed a profit of only $69 million, which was 
about 4.8 percent of the total product sold. 

The industry’s affirmative financial operating results for 1954 are 
not symptomatic of equally good results over a very substantial period. 
Not so long ago, in 1946, the domestic trunkline segment of the indus- 
try suffered a net loss after mail pay of almost $6 million. 

By 1947 conditions had become even more serious; losses after mail 
pay amounted to $20 million. The earned surplus of the domestic 
trunklines fell from $58,600,000 on December 31, 1945, to $10,300,000 
on December 31, 1947. Long-term debt increased from $24,400,000 
or 16 percent of the net worth of domestic trunklines to $161,700,000 
or 90 percent of their net worth. Several carriers formerly on a 
compensatory (or nonsubsidy) mail rate basis were in so dangerous a 
financial position then that emergency subsidy relief had to be granted 
in the form of increased temporary mail rates. A total of 13 emer- 
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gency mail rate orders were issued during the fiscal year 1947. The 
Board’s report to Congress indicated concern over the precipitous 
drop in net earnings of the industry. In the Board’s own words 
in its 1947 annual report: 

There followed, in the wake of these losses and changed capital structures, 
aggravated financial difficulties in the case of some carriers, resulting in petitions 
for higher mail rates, drastic retrenchment programs, cancellation of equipment 
orders, ineurrenece of large amounts of debt, and .in one instance, the sale of a 
route.!? 

So critical was the situation that the Civil Aeronautics Board insti- 
tuted investigations of the operations, management, and route struc- 
ture of five of the domestic trunkline carriers. The purpose of this 
investigation was to determine whether there should be any major 
amputations in the industry (which the Board had just expanded so 
rapidly and so extensively) by elimination of routes or mergers or 
consolidations or otherwise. 

It was not until 1949 that there was some improvement in the 
financial condition of the industry; but it was still not on a financially 
solid basis. The domestic trunklines in that year operated at a modest 
profit after mail pay but would have suffered a loss of $31,600,000 
without mail pay. 

The simple fact of the matter is that, up until recently, the overall 
record of earnings of the domestic trunklines, the most profitable seg- 
ment in the industry, has been poor. Were it not for mail payments 
in the years up until 1950, the record would have been abysmal. 

Happily the 1954 figures of net operating income and profit for 
the domestic trunklines can be regarded as almost wholly without 
subsidy since, in 1954, the subsidy paid to the trunklines amounted 
to only four-tenths of 1 percent of their total revenues—or about 
$4,600,000 in subsidy of total revenues of over $980 million. 

It may seem that the industry has settled down, It seemed this way 
in 1946 but, following that, came the airline recession. Even if the 
industry has settled down, it has some time to go before it finds recog- 
nition in the financial markets of the country, where financial results 
over 10-year periods are the criteria for judging stability. 

An example of an expansion which may or may not be healthy is 
illustrated by the fact that, since 1951, the domestic trunkline industry 
alone has increased its usefulness to the public by 60 percent, in terms 
of revenue passenger-miles flown. Yet the net operating income of the 
domestic trunklines—the most profitable segment in the industry—in 
1954 was substantially the same as it was in 1951. In other words, as 
figures 11 and 12 indicate, the industry has sold 60 percent more of 
its product but has netted no additional profits. 

The industry must accumulate some reserves out of its earnings. 
This applies equally to the big airlines as well as the smaller airlines. 
It has been conservatively estimated that in the next 10 years no less 
than $1,750 million will be needed for new capital expenditures; 
likely this figure will be anywhere from 30 to 50 percent greater. 
That money will be needed for the following programs: substantial 
replacement of the reciprocating engine fleet with a turboprop fleet; 
the introduction of a specially designed cargo fleet or a major conver- 
sion of the existing fleet to cargo types; the addition to, and—to a 
limited extent—the replacement of, the existing fleet with the heli- 


17 1947 Annual Report, Civil Aeronautics Board, p. 7. 
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copter or a convertiplane; the addition of a substantial fleet of jet 
aircraft; major capital expenditures for accompanying ground, flight 
line, and airw ays equipment and facilities. 

Where is that money to come from, particularly in the light of the 
competitive nature of an industry for a common-carrier market which 
is declining and which will be harder to penetrate? Certainly, equity 
funds will not be readily available if there is a continuing dilution of 
present markets, if the Board were inequitably to create a new class 
of carriers privileged only to drain the rich revenues from a few top 
traflic-production points, and if earnings are to stay at levels too low 
to attract this equity capital. 

One of the best indexes of stability and profitability, on a sound 
continuing basis, is the place airline securities hold today in the capital 
markets of the country. Even after 17 years of regulated operation, 
airline securities are not attractive to the institutional investor, to 
whom, in large measure, the airlines will have to look for their financ- 
ing. Basically, the standards of the institutional investor are estab- 
lished by law or by investment committees; and the airlines, as a result 
of their record of instability (measured by dividend payments, among 
other things), cannot today meet these standards. 

The current Security and Industry Survey of Merrill Lynch, Pierce, 
Fenner & Beane (May 1955) categorizes no airline securities as ‘‘in- 
vestment type’ or “liberal income” types, cites only 9 as “good 
quality,’’ and classifies 9 others as “speculative.”’ In discussing 
market prospects for the airlines as “relatively favorable’ for the 
future, the report has this to say: 

The outlook for the air transportation industry is less beclouded, looking ahead 
to the summer months, than for a good many years past but despite this fact most 
airline securities must still be regarded as inherently speculative holdings. The 
reason for this lies largely with (1) the high leverage factor inherent in airline 
operations as reflected by the fact that relatively small shifts in the ‘‘load factor”’ 
(number of available seats occupied) bring about wide variations in the profit- 
ability of operations; (2) the speed of technological developments which makes 
for relatively quick obsolescence of equipment and requires substantial capital in- 
vestments at relatively short intervals. 

If the industry had enjoyed excessive profits, analyses of this type 
would not be made. Even if industry earnings had been stable over 
any period of time, the problem of external financing, to meet its 
needs, would not exist. The domestic trunklines constitute the most 
profitable segment in the industry. The money they keep out of gross 
is particularly important in a business which has grown so quickly and 
in so short a period of time and has been constantly subjected to the 
vicissitudes of an inflationary spiral almost since its inception. 

Most economic data in air transportation is measured from 1938, 
the date of the passage of the act. Its greatest development, however, 
has been since 1946. Since 1938 general cost trends have had, as 
previously indicated, a significant effect on air transportation. At the 
outset, in order to compete in the travel market, the value of the 
product had to be held within the range of the then present and pros- 
pective consumer. With costs for supplies (soft goods and, to an even 
greater extent, durable goods), food, and labor rising—92 percent in 
consumer goods and 128 percent in average airline paychecks since 
1938—the basic fares have remained at the same low stable level and, 
in fact, the yield to the industry is going down, due to the increasing 
amount of coach scheduling, Figures 13 and 14 show that by contrast 
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with rail and bus fares, airlines have kept the price line stable since 
1938. 

These economic trends have been general in nature. They apply 
to air transportation as a part of the general industrial and marketin. 
economy, just as they apply to steel, automobile production, rai 
transport, electric and gas utilities, and other fields of industrial 
enterprise. The significant fact is that in few, if any, areas have 
products—particularly the better product the airlines sell today— 
been available to the consumer in 1954 for substantially the same 
price as they were available to the consumer in 1938. As mentioned 
previously, one of the reasons for this was the necessity that air 
transportation, from the outset, be made available and attractive to 
consumers with a choice of transportation media in an effort to 
penetrate the travel market in both the business and vacation/ 
pleasure fields. 

These general economic trends have been up—in terms of things 
bought, wages paid, and State and Federal taxes assessed—as the 
value of the dollar declined. Essentially, these cost trends are out- 
side the control of the industry, but it must be emphasized that the 
upward spiral before and since the war has undoubtedly hit the air 
transport industry harder than other industries, as specific instances 
will reflect. 

Measuring the air transport industry from the date of the initiation 
of its regulatory controls, there has been little opportunity since 1938 
to develop any healthful financial reserves. This is partially true 
because of the way in which cost trends have affected the industry 
directly. 

The key to the industry’s inability to provide for the proverbial 
rainy day is the picture of its inability to finance reequipment pro- 
grams out of depreciation reserves, surplus or, finally, a combination 
of these and equity money. Equipment is the single biggest element 
of fixed cost. Of course, no one would suggest that, in a techno- 
logically dynamic industry, depreciation should or could pay all the 
bill for progress. Unfortunately, though the industry has looked 
elsewhere for financing, equity dollars to pay for reequipment have 
been hard to find and, in more instances than have been healthy, it 
has been forced to borrow in order to purchase this new equipment. 
Equipment is costing more each year, as witness the $2 million DC-7’s 
and Super-G Constellations contrasted with the relatively inexpensive 
DC-3 of pre-World War II years. Coincident with the acquisition 
of new aircraft, there is always the necessity to acquire new airborne 
electronic devices and modern up-to-date ground equipment, which 
also have been affected by the inflationary spiral. 

From 1946 to 1954 the industry had an excess of capital expendi- 
tures over depreciation of $268 million, figure 15. That had to come 
from somewhere, either internally or externally. Internally, the most 
important source was retained earnings. Even that is misleading, 
since many of the companies had no retained earnings. Actually, 
even with all retained earnings added to depreciation, there was still 
a total of $100 million over and above both of them, which had to be 
drawn from external sources. This total would have been larger if, 
over the years, the industry had paid out the dividends normal for a 
growing industry at about 49 percent of net to its stockholders. 

It is not true that this industry has enjoyed excessive profits, par- 
ticularly if you look at its net income after taxes as a percentage of 
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operating revenues contrasted with the railroads, electric utilities, and 
even motorbuses. The picture of air transport is a picture of insta- 
bility and low earnings. This is readily apparent when you compare 
the basic nature of that instability of earnings of the five major 
airlines with other regulated industries—20 railroads, the Greyhound 
Corp., and 20 operating electric utilities. The electric utilities are 
in the 15-percent bracket which causes an investor, when he sees the 
kind of coverage they have, the kind of margin or drop they could 
have and still be in the black, to appreciate the stability of that 
industry. This stability enables them to go into capital markets 
and finance their expansion at favorable rates. 

Even the railroads and buslines are more stable than the airlines. 
Figure 16 shows that airlines were the only ones in the red in 1947 
and, in 1951, had a 7%-percent net income as a percent of operating 
revenues. In 1954, with the biggest boom in air traffic, they were 
below the 5-percent level. To the contrary, the railroads were at 
7 percent and the buses substantially at the level of the airlines— 
both in contracting phases of their business. 

Another evidence of instability is the effect of passenger-load factor 
on the trunkline’s net operating income. Load factor is a figure 
employed to show the percentage of space profitably utilized against 
space available—or the percentage of the product sold. As grosses 
increase, the rise or fall of load factor has a greater and more unstable 
effect on net income. In 1954 a 1-percent change in load factor—in 
either direction, up or down—would have meant a change of $14 
million in profits. 

The air transportation industry is peculiarly susceptible to fluc- 
tuations in traffic, and even relatively minor fluctuations can have a 
sharp effect on its earnings. In 1949, the first reasonably normal 
period of airline operations since the end of World War II, the 16 
domestic trunkline carriers earned less than $14 million after taxes 
and only $20,600,000 before taxes. A change of 1 percent in the 
average passenger-load factor of the trunkline carriers in 1949 would 
have decreased the operating income before taxes of these carriers; 
a total of $6,400,000 for the year. A change of 3% percent in the 
passenger-load factor would have wiped out trunkline profits in 1949. 
A 3\%-percent change in load factor, in 1949, amounted to an average 
of less than 2 passengers on a 57-passenger Constellation aircraft. 
This would have meant, in effect, that a traffic decrease representing, 
for the entire industry, the equivalent of less than two passengers 
per Constellation schedule would have wiped out trunkline profits 
m 1949. 

The industry, regarded as an entity and in the light of low and 
unstable earnings, has not the hallmark of excessive profits tradi- 
tionally characteristic of monopoly or concentration. 


UNRESTRICTED FREEDOM OF ENTRY WILL HURT, NOT HELP, THE DE- 
VELOPMENT OF UNITED STATES DOMESTIC, INTERNATIONAL, AND 
TERRITORIAL AIR TRANSPORTATION 


“Freedom of entry” is a term of some currency these days in 
arguments about the role and policies of the Civil Aeronautics Board 
in regulating the Nation’s alines Applicants for new routes fre- 
quently claim that so-called freedom of entry should be a feature 
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of the airline industry, and complain incorrectly that the Board has 
followed an ill-advised closed-door policy of not certificating new 
domestic trunklines. 

But “freedom of entry” is only a catchword invented to advance 
particular interests, who have no intention that it be given general 
applicability. In other words, what the exponents of so-called free- 
dom of entry seek is just enough freedom of entry to get their own 
coveted route awaras, limited to the most lucrative traffic centers— 
and then let the doors close behind them. 

The simple fact is that “freedom’’ does not mean ‘“freedom’’ when 
used by the freedom-of-entry advocates. No one seriously advocates 
freedom of entry, in the sense the words would seem to imply: namely, 
that anyone could start airline service over any route at will." 

But if “freedom of entry’ does not mean “freedom of entry,” what 
does it mean? Some of its spokesmen have used various qualifying 
words to preserve the emotional appeal of ‘freedom of entry’’ while 
not actually advocating it at all. They have used such terms as ‘“‘regu- 
lated freedom of entry,” “greater freedom of entry,” “reasonable 
freedom of entry,’’ “some freedom of entry,”’ ‘ ‘some degree of freedom 
of entry,’ ‘‘some limitation of freedom of entry,” “considerable free- 
dom of entry,” and ‘‘not absolute freedom of entry.”’ 

In terms of specific routes, the qualified concept of ‘freedom of 
entry’’ becomes even more restrictive. In terms of the ‘“‘coast-to-coast 
and New York-Chicago and New York-Miami’’ routes, the number of 
carriers to be accorded “freedom of entry’’ would not be ‘15 or 20 or 
30 * * * or anything like that’’ but ‘“‘a number much nearer 3, maybe 
4, or possibly even 2.’ Thus, this application of ‘freedom of 
entry’ to the few principal traffic-producing routes would mean denial 
of entry to 95 percent or more of the 55 nonscheduled operators 
holding letters of registration or exemptions.” 

Those who have advanced the doctrine of unrestricted “freedom of 
entry’’ are interested in one and only one phase of air transportation— 
and that is the long-haul market to and between only the top cities 
and the top traffic segments. A single most outstanding example has 
been the application of a nonscheduled airline combine now partici- 
pating in four pending route cases, whose application covers service 
to 21 cities, every one of which is in the top 30 revenue-producing 
cities in the United States. As indicated before, it is these strong 
routes which support the operations of even the largest carriers to 
smaller cities. But this is only part of the story. These sponsors of 
so-called freedom of entry, who seek favor from the Civil. Aero- 
nautics Board and sympathy from the Congress, have also kept away 
from short-haul transportation of any kind. This reflects the economic 

8 This is abundantly clear from the 4 months of hearings on S. 2647 (the McCarran bill), which proposed 
a complete revision of the Civil Aeronautics Act, before the Se nate Committee on Interstate and Foreign 
Commerce in 1954. When the committee’s staff searched the records of the hearing, it found frequent 
allusion to ‘freedom of entry’’ but could find no support for ‘‘complete abandonment of the system of certifi- 
cates of public convenience and necessity and return to a system of free and unrestrained competition.’’ 
Aviation Study for Senate Committee on Interstate and Foreign Commerce, 8. Doc. 163, 83d Cong., 2d 
OE ier hnwahe Carriers Investigation, Docket No. 5132 et al., testimony of Robert R. Nathan, tran- 
script, p. 29002. 

2” The Civil Aeronautics Board has exercised its exemption powers granted in sec. 416 of the Civil Aero- 
nautics Act to establish a category of air carriers who operate without a certificate of public convenience 
and necessity. Some of them are styled large irregular carriers and are authorized to engage in irregular 
and nonscheduled air transportation by a letter of registration issued pursuant to part 291 of the Board’s 


economie regulation. Others hold special exemptions granted by the Board authorizing irregular and non- 
scheduled transportation and are known as irregular transport carriers. 
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truth that even high-density, short-haul routes have not been produc- 
tive of profit. 

It is axiomatic, in transportation, that the greater the trip length 
the lower the cost to the carrier, and the greater its profit. The 
Civil Aeronautics Board submitted statistics to show comparative 
trip lengths for certain nonscheduled carriers as contrasted with the 
average of the 13 trunks. In 1953 the trunks averaged 547 miles 
against the irregulars 1,667. 

What this all boils down to is the fact that freedom of entry is 
not the banner of any ideological crusade. It is not a realistic concept 
for the airline industry. It is merely a catchword employed for the 
age-old purpose of clothing personal aggrandizement in raiment of 
broader appeal. The question of having, : or not having, one more air 
carrier on a given route should be dec ided on the merits of that route, 
not on sentiment about freedom of entry. Such a decision, on the 
facts of each particular proposal, is by law the Board’s job, fand 
should be handled by the Board exercising its judicial functions after 
full hearing. 

A most effective way to illustrate the specious nature of this 
doctrine of freedom of entry is to imagine the situation which would 
doubtless result if there were no regulatory limitation on entry. In 
order to be equitably applied, it would have to be uniformly applied. 

On the day that concept was introduced, every airline would tear 
up its timetables, disregard its certificates, forget that it has franchise 
responsibilities, and do what business it pleased in the interest of 
greater profits and not public convenience. Airlines who had filed 
applications for particular routes would just start flying those routes 
and not await Board action. Carriers who had sought for years to 
eliminate restrictions would just fly over the cities to which they have 
been restricted. The industry, in such a chaotic struggle for survival, 
would then have to abandon service to roughly some 500 of the cities 
to which it is now certificated, and operate only between the 50 most 
profitable pairs of points. 

Acceptance of the freedom-of-entry thesis expounded in pending 
applications before the Civil Aeronautics Board, would be tantamount 
to urging the creation of one or a number of new systems, draining 
the rich juice of the air transport network from trunkline carriers who 
would continue to be forced to serve thin segments. This would 
create an extremely unfair and uneconomic competitive situation and 
dislocate the country’s air transport network. It would not represent 
any new or additional competitive opportunity, reflecting itself in 
public good, but only a chance for a favored few really to enjoy exces- 
sive profits. 

CONCLUSION 


The purpose of this review of the act and the progress of certifi- 
cated air transportation was to readjust the perspective of the com- 
petitive situation in air transportation today. It is necessary, always, 
to recognize that the Civil Aeronautics Act of 1938 intended air trans- 
portation to be regulated as a public service industry just like public 
utilities. 

The increase in airline traffic is not a reasonable measure of the 
increase in airline profits. Busy telephones, standby counters, and 
personal inconveniences are not the indexes of economic health; cer- 
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tainly they are not evidences of monopoly or concentration. Beyond 
that, they are not necessarily reasons for opening floodgates, .the 
result of which might. well be to engulf our present airline economy, 
overexpand competitive opportunity, un>alance systems carefully 
constructed, jeopardize future capital inves: ment and the tochoslogan) 
development which flows from it, and result in service patterns which 
reduce air service now provided to more people in more cities by 
more airlines than was ever imagined. 

In 1954 there were 59 certificated airlines, compared with the 22 
which existed in 1938. These airlines have served well the objectives 
of the act of 1938 in creating an airline system which, today, is the 
most efficient, most useful, and most competitive in the world. It 
serves our commerce, our postal system, and our national defense. 
It is a foundation of both our prosperity and our security. 
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A RECONSIDERATION OF FEepERAL ContTrot or Entry Into Air 
TRANSPORTATION 


By Lucite SHEPPARD KEYES 
. 

Wellesley, B. A., 1940; Radcliffe, M. A., 1942; Radcliffe, Ph. D. (Econ.) 1948. 
Formerly, economist with the Board of Investigation and Research under Trans- 
portation Act of 1940 and with the Office of Inter-American Affairs. Author of 
“Federal Control of Entry into Air Transportation” and articles on air transport 
regulation and related topics. 

There are at least two good reasons why the present is a particularly 
appropriate time for a thorough ree onsideration of the program of 
economic regulation which has governed civil air transportation in 
this country for the last 17 years. First, the high level of general 
business activity and the accompanying prosperity of the airlines 
furnish a propitious atmosphere for the abandonment of restrictionist 
policies adopted in the depression years and minimize the resulting 
possible hardships to vested interests. No doubt the acceptance of 
protectionism in hard times rests on a profoundly mistaken view of 
the causes and proper remedies of business fluctuations. Nevertheless, 
it should surely be easier to liberalize Government policy at a time 
when competition does not take on the aspect of a one-way street to 
general bankruptcy. Indeed, the matter is one of some urgency: 
if we do not take advantage of favorable times to effect liberalization, 
protectionism may gradually spread throughout the economy by a 
sort of ratchet action motivated by the customary ups and downs 
of business activity. An “apparent trend” toward restrictive regula- 
tion has recently been brought to the attention of the Attorney General 
by the national committee appointed by him to study the antitrust 
laws;' some of the committee went farther, to favor “a general recom- 
mendation to Congress that the trend toward regulation should be 
checked or even rey versed” and one.member, who took a broader view 
of the committee’s terms of reference than did the others, strongly 
urged review of such measures as the Motor Carrier and Civil Aero- 
nautics Acts, which were adopted in “a time of desperation when we 
nearly abandoned free competition entirely in favor of industry self- 
regulation under NRA. 

*Reprinted by special permission of the Journal of Air Law and Commerce (Northwestern University 
School of Law and School of Commerce), Vol. 22, No. 2, 1955. 

1 Revort of the Attorney General’s National Committee to Study the Anti-trust Laws (Washington, 
U. 8. G. P. O., 1955), p. 269, 

2 Thid. 

3 [bid., pp. 288-289. In view of the striking similarity between the economic characteristics of the motor 
earrier industry and those of air transportation, it is significant for the present inquiry that several of the 


committee favored ‘‘specifying the motor carrier industry as an example of unnecessary restriction of com 
petition through regulation of entry and minimum rates’’ (p. 269). 
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SUBSIDY AND ECONOMIC POLICY 


Second, the very considerable amount of study which has been 
devoted to the air transport subsidy problem since the war has made 
it clear that, at least in most of the domestic field, the national interest 
does not require the kind of financial support by the Government 
which raises difficulties in connection with economic policy; and that 
even in international operations a considerable increase in economic 
freedom is not only possible but highly desirable from the Govern- 
ment’s own standpoint. This reexamination of the support program 
has recently culminated in the report of the Air Coordinating Com- 
mittee on Civil Air Policy * which proposes the termination of direet- 
payment support to air carriers with certain limited exceptions mainly 
in international operations. 

The Committee recommends (1) that schedules be immediately 
established “for the orderly reduction, and withdrawal where appro- 
priate, of domestic air carrier subsidy support”;* (2) that carriers 
capable of ‘“‘sustained”’ (?) self-sufficiency be made ineligible for fur- 
ther direct subvention; ® and (3) in the absence of ‘‘compelling public 
interest considerations to the contrary,” that support be withdrawn 
from any operation without ‘‘reasonable prospect for economic self- 
sufficiency in the foreseeable future’ ’ notwithstanding the existence 
of a certificate of public convenience and necessity authorizing this 
operation.* As to international operations, the Committee concludes 
that direct-payment support may be required for a long period of time. 
Even here, however, it is clearly brought out that the national interest 
not only does not require but is not best served by a virtually unlimited 
commitment to support a given carrier or any part of its services.’ 

These conclusions clear the way for important changes in economic 
policy in both the foreign and the domestic fields. They represent a 
definite rejection of the proposition which was apparently basic to 
both the subsidy and regulatory features of the Civil Aeronautics Act: 
that the national interest with respect to commercial air transport 
could be identified with permanent profits for individual air carriers." 
In only one respect does the A. C. C. report attempt to link the 
national interest with the profits of particular carriers, namely, in its 
suggestion that excess profits on some routes be deliberately fostered 
in order to finance uneconomic services on others. This suggestion 
will be more fully discussed later on. 

It should not be supposed that the present regulatory program was 
ever actually justified by the existence of a national promotional policy 
with respect to air transport, or that the liberalization of economic 
policy had to await the development of the industry to a point where 
promotion would no longer be necessary. The need-rate program, 
with its broad implications for the proper scope of Government control 
over the business decisions of the carriers and for the enforced limita- 
tion of competition among firms which under this program had almost 

4 Civil Air Policy, A Report by the Air Coordinating Committee by Direction of the President (Wash- 
ington, U. 8. G. P. O., 1954). 

5 Tbid., p. 11. 

6 Ibid., p. 9. 

’ Tbid., p. 7. 

‘Ibid. p. 9. 

* Ibid., pp. 9-10. 

© On this point, see Lucile 8. Keyes, Federal Control of Entry Into Air Transportation (Cambridge, 
Harvard University Press, 1951). Consider also the following remark in Civil Air Policy, p. 8: “The Gov- 


ernment’s main interest in subsidizing air transportation is to assure service adequate for the public and 
national interests rather than to preserve any individual carrier.”’ 
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literally nothing to lose, was never the most desirable or appropriate 
means ‘of providing support. The Government, like other purchasers 
of air transport service, has always stood to gain by the most efficient 
possible performance of the subsidized service, which in turn could 
only result from the maximum of free competition consistent with the 
mechanics of subsidization. Moreover, there is little doubt that a sup- 
port program not involving a virtual guarantee of individual carrier 
profits could have been developed at any time in the past; that such a 
program could have been a more effective way of accomplishing any 
really justifiable policy of promoiion; and that one of the main points 
in its favor would have been the greater scope for competition which 
it would have permitted. There are many types of promotional pro- 
gram whose administration does not involve any restriction on the 
competitive activity of the subsidized firms. Among these are tax 
remission, Government financing of essential research, free or below- 
cost airways, and other devices whose cost does not increase with the 
number or capacity of firms participating in the subsidized activity. 
Some other forms of promotion, such as direct payments to carriers, 
do necessitate some limitation on the number of firms subsidized at 
any given time, but not only do not rule out but require for maximum 
effectiveness a periodic opportunity for review of commitments to 
particular firms and possible replacement by others 

No promotional program justifies protection of the revenues of 
subsidized firms from unsubsidized competition. If from an activity 
comparable to that subsidized, such competition may well mean that 
support is not really necessary. To the extent that such competition 
adds to the expense of necessary support, it is a legimate addition to 
the cost of the program and should not be obscured or shifted by pro- 
tective regulation. Furthermore, because a certain amount of ‘‘dead 
loss’’ to existing and potential air transport users will almost certainly 
result from protective regulation, the cost of support to the community 
as a whole will in all probability be greater as compared with sub- 
sidization without protection. In this respect, support through pro- 
tection is similar to “internal subsidization,” which is discussed below. 

Thus neither a change in the independent viability of air transport 
nor a shift in national objectives was necessary to pave the way for a 
more liberal economic policy, as regards both the administration of the 
subsidy and the treatment of market competition with the subsi- 
dized firms. What was necessary was a long overdue look at the 
defects of basic air transport policy. Ifthe existing program is due any 
praise for its past performance, it is only because of the possible polit- 
ical unavailability of superior alternatives. In this connection, let us 
not forget the relative unpopularity in 1938 of any serious consideration 
of national defense needs, to say nothing of attempts to get adequate 
appropriations for these needs, as compared with the reception given 
to measures presented, like the Civil Aeronautics Act, as means of 
correcting the allegedly wasteful and unreasonable effects of competi- 
tion by the benevolent hand of state intervention. 

The ACC report clearly recognizes the possibility of liberalizing 
the administration of the support program in the international fie dd, 
despite the anticipated nec essity for direct subvention for an indefinite 
period. The committee’s recommendation of a thorough overhaul of 
the present system of unlimited commitments to particular carriers, 
its suggestion that this system might be replaced by “administration 
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of subsidies in the form of fixed-term contracts, in which the Board 
would specify the maximum amount of the Government’s subsidy 
commitments,” " and its proposal that careful consideration be given 
to ‘whether the service can be rendered by other United States carriers 
with less or no subsidy” ” evidently represent a genuine attempt at 
broadening the role of competition in the future administration of 
direct-payment subsidy. As has béen noted, however, this method of 
support by its very nature requires an exclusive commitment to par- 
ticular carriers at least on a temporary basis. It also tends to lend 
weight to (unjustified) arguments for regulatory restrictions on unsub- 
sidized competition on grounds of Government economy. This consid- 
eration might possibly explain the committee’s failure to recommend 
the liberalization of economic regulation in the international sphere. 
Even these complications should soon be largely absent in domestic 
air transport, where it is now recognized that direct subvention is 
generally unnecessary. 


PRESENT STATUS OF THE CASE FOR ENTRY CONTROL 


Oddly enough, the ACC report contains no proposal for greater 
economic freedom in domestic operations. For its failure to recom- 
mend liberalization of entry control under the Civil Aeronautics Act, 
the committee advances three reasons: (1) that experience has shown 
that the continuation of the present policy is necessary ‘‘to assure the 
maintenance of sound economic conditions, capable of supporting on 
a stable basis an adequate level of essential public service’’; (2) that 
carrier profits on “‘strong routes’ must be protected in order “‘to offset 
losses on weak routes’; and (3) that protection of carrier profits is 
needed to enable the Government to ‘discharge its public obligation 
to minimize subsidy expenditures.”’'* As we have seen, the third 

oint is both generally unacceptable and presumably irrelevant for that 
rece part of the domestic field where direct subvention is to be 
dropped: in the report, Government economy reenters the’ domestic 
picture only as the motivation of a scheme for enabling the Govern- 
ment to avoid the cost of supporting any remaining uneconomic seg- 
ments. The issues raised by this scheme are essentially the same as 
those involved in point (2), which will be one of the main centers of 
attention in this section. Also discussed will be other arguments 
bearing on the problem of entry control, among these being the 
committee’s point (1) regarding “sound economic conditions.”’ In 
conclusion, certain short-run sealbniy problems will be briefly treated 
in the light of the preceding discussion. 

As a result of a study undertaken some years ago," the present 
writer concluded that no available evidence or argument showed a 
need for the existing type of Federal control over entry into air trans- 
port markets, though it was conceivable that future experience might 
show that some limitation on competitive freedom would be necessary 
to safeguard a desirable degree of regularity in air transport service. 
Since that time, experience has served to confirm the conclusion and 
remove the qualification, which was never anything more than the 
recognition of a possibility that could not then be definitely denied. 

" Civ‘l Air Policy, p. 10. 
#2 [bid., p. 7. 


18 Ibid., pp. 18-19. 
14 Cited in note 10 above. 
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As might indeed have been expected, competitive pressures in the air 
transport field are a powerful force working tow oe rather than away 
from greater regularity of service, which is a pattern naturally imposed 
by market demand.” Even had experience proved the contrary, this 
could hardly have justified the’ present type of certification, which is 
geared to the protection of the revenues of individual air carriers. A 
compulsory commitment to adhere to published schedules except after 
a certain period of notice—perhaps enforced by a device such as certifi- 
cate revocation—would seem to be a much more satisfactory solution. 

It is not surprising, therefore, that the argument for protective 
certification based on regularity of service is no longer fashionable. 
The same can be said for the once popular arguments that protective 
entry control was necessary to preserve desirable standards in the 
treatment of employees and in safety of operation. In both cases, this 
relative unpopularity is no doubt partly due to the very large and 
conspicuous effort which has gone into the development of more direct 
methods of preserving these standards. It may also be due, however, 
to a growing realization of the implications of these arguments, which 
in fact must either fail or prove too much. If the protection of indi- 
vidual carrier profits from competitive inroads is necessary to preserve 
labor and safety standards, this can only mean that any threat of loss, 
without regard to origin, cannot be tolerated in the air transport field. 
There is surely no reason to suppose that hard times due to competi- 
tion should have any more drastic consequences for airline employees 
and passengers than hard times due to any other type of decline in 
demand for any carrier’s services or to overexpansion resulting from 
bad judgment. Thus if this type of argument is valid, it proves the 


necessity of a Government guaranty of carrier profits, and, as a logical 
consequence, the ny gis yor me pae of the industry for private owner- 


ship since there can be no private risk. 


Recent views on regulatory control 

ry . “}: aaael ‘ag . ° . 

here is, however, a familiar echo of 1937-38 in assertions like the 
following, which is in fact of surprisingly recent vintage: 

The principle of controlled entry is widely applied in other forms of transporta- 

tion, as well as in other types of public utilities. In all of these fields, as in air 
transportation, it has been found that the publie interest requires a pattern of 
regulatory control, to assure the maintenance of sound economic conditions, 
capable of supporting on a stable basis an adequate level of essential public 
service. 
If we define “‘sound economic conditions” in a given line of business 
to mean the permanent profitability of every firm in that line, then 
there is little doubt that one way of promoting these conditions 
(though not of assuring them) is the use of governmental power to 
quash any serious competition, both from new firms and among the 
fortunate incumbents. One has only to state this definition, however, 
to realize that it is quite unacceptable. It has of course never been 
found that protective regulation is essential to assure continued pro- 
vision of an adequate supply of air transport services, any more than 
it is necessary to secure an adequate supply of soap, doorknobs, or 
automobiles. 

Assertions like that quoted above, which in the old days were cus- 
tomarily backed up by references to railroad rate wars and competitive 


18 See, for example, the discussion of exempted air transport operations in Civil Air Policy, p. 20. 
1 Civil Air Policy, p. 18. 
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bidding for airmail contracts under an administrative system which 
could not possibly have produced satisfactory results, is now related 
to a claim that protection of carriers’ excess revenues in profitable 
markets is justified in order to enable them to serve nonpaying classes 
of traffic. Indeed, this claim now forms \ hatever economic content 
remains in the still-used formula that air transport is a “public utility”’: 

a remarkable, if understandable, metamorphosis since the days when 
“public utility’ treatment generally found its economic justification 
in the desirability of avoiding waste of large amounts of fixed resources 
and in the peculiarities of certain products which made unified man- 
agement essential to maximum satisfaction of demand. The meta- 
morphosis is understandable for several reasons, one being the fact 
that the old forms of the argument were such obvious misfits for air 
transportation, and another being the point that the argument did 
not in either form justify a policy aimed toward protection or against 
competition as such. For example, it furnished no rationale for any 
control over the entry into the market served by the regulated firm or 
firms of companies producing technologically dissimilar substitutes. 

The mere application of the term ‘ ‘publie utility’’ to air transpor- 
tation adds nothing in the way of economic substance to the argument 
for protectionism. Nevertheless, the phrase is currently used in its 
capacity as legal category in an attempt to show that precedent sup- 
ponte regulatory protection for purposes of internal subsidization— 
1. the financing of uneconomic operations as parasites on services 
conte of self-sufficiency. For example: 

Every form of transportation involves services which have varying degrees 
of economic strength. Normally, however, in forms of transportation where 
subsidy is not available, the carriers themselves support their unprofitable serv- 
ices through earnings derived on their profitable routes. This is consistent with 
the normal public utility concept in which the furnishing of needed, but unprofit- 


able, service is part of the obligation assumed by a carrier in exchange for the 
franchise it receives on its more profitable routes.!” 


And again: 


In keeping with the normal public utility concept, certificated carriers have a 
statutory obligation to maintain all authorized services needed by the public 
on both strong and weak routes. * * * If carriers are to provide the full scale 
of services needed by the public with minimum reliance on Federal subsidy, they 
must be able to earn sufficient profits on strong routes to offset losses on weak 
routes.!8 


This sort of contention would perhaps carry more weight—at least 
in some circles—if it were in fact the carriers (that is, their stockhold- 
ers) who would pay for the support of uneconomic services. But it 
is quite obviously not the stockholders but the users of the profit- 
able services who would foot the bill: the argument for protectionism 
must rest on the assumption that, if there were no State intervention, 
these users would be furnished the same service at a lower price. 
There is no justification for saddling a random section of the traveling 
public with the cost of this support. 


Burdening one class of traffic 


Furthermore, the suggested practice, far from being “consistent 
with the normal public utility concept” is entirely in opposition to 
the overwhelming weight of precedent in this field. In all the various 
forms in which the problem presents itself to a regulatory commission, 


? Ibid., p. 8. 
18 Tbid., p. 18. 
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the actual burdening of one class of traffic in order to provide below- 
cost service to another is in the great majority of cases rejected as 
contrary to public policy. For example, as Dr. I. L. Sharfman has 
noted, it has been the general practice of the Interstate Commerce 
Commission from the very beginning to refuse to permit the fixing of 
rates “‘so low as to impose a burden on other traffic,’’ '’ and in this view 
the Commission has had consistent judicial support.” The special 
obligation of the public utility or common carrier to serve all on equal 
terms is not an obligation to serve at a loss. What is denied to these 
firms is not the right to cover specific costs but rather the right, nor- 
mally possessed by other businesses, to refuse to deal with any prospec- 
tive customer for any reason or for no reason, as a matter of personal 
discretion. Apparent exceptions to this highly sensible rule are mainly 
to be found in the relatively minor field of State regulation of public 
utility abandonments of parts of their operations. Even here, a losing 
service will not generally be ordered continued unless the burden to 
the system is very small and the service of considerable significance to 
the affected community.” In view of the strength of local protests in 
many such cases, the surprising thing is perhaps the extent to which 
the regulators have resisted pressures making for internal subsidiza- 
tion. Moreover, it is quite certain that this exception is merely a 
means of preventing hardship (where this can be done at not too 
great a cost) to vested interests rather than a policy deliberately 
planned as a “normal” quid pro quo for a franchise. This is clearly 
shown by the customary recognized limit on the power of Commis- 
sions to order extensions of service: in general, the use of this power 
is limited to situations where it appears that the ordered extension 
will promptly earn its way and not burden the rest of the system.” 
In the regulation of railroad abandonments under the Interstate Com- 
merce Act, though the leading judicial pronouncements leave open 
some degree of regulatory discretion for the recognition of local user 
interests in the continuation of a losing service which can be sup- 
ported by the system as a whole, the record of Commission action 
strongly suggests that the continuance of unprofitable services is in 
fact not ordered unless there is good evidence that they will cease to 
be unprofitable in a relatively short time; in many cases, Commis- 

1® Rates and Charges on Food Products, 31. C. R. 98, 104 (1890) cited in I. L. Sharfman, The Interstate Com- 
merce Commission (New York, The Commonwealth Fund, 1936), ot. ITT, vol. B, p. 444 

® To illustrate: Norfolk and Western Ry. Co. vy. West Virginia, 236 U.S. 605, 609 (1915): “** * * it would rot 
be contended that the State might require passengers to be carried for nothing, or that it could justifv such 
action by placing upon the shippers of goods the burden of excessive charges in order to supply an adequate 
return for the carrier’s entire service. And, on the same principle, it would also appear to be outside the 
field of reasonable adjustment that the State should demand the carriage of passengers at a rate so low that 
it would not defray the cost of their transportation, when the entire traffic under the rate was considered, 
or would provide only a nominal reward in addition to cost.” 

Northern Pacific Ry. Co. v. State of North Dakota, 236 U. S. 585, 598 (1915): “In substance. the argument is 
that the rate was imposed to aid in the development of loca] industry and thus to confer a benefit upon the 
people of the State. The importance to the community of its deposits of lignite coal, the infancy of the in 
dustry,-and the advantages to be gained by increasing the consumption of this coal and meking the com 
munity less dependent upon fuel supplies imported into the State, are emphasized. But while loc: slinte rests 
serve as a motive for enforcing reasonable rates, it would be a very different matter to say that the State may 
compel the carrier to maintain a rate upon a particular commodity that is less than reasonable, or—as might 
equally well be asserted—to carry gratuitously, in order to build up a local enterprise. That would be to 
go outside the carrier’s undertaking, and outside the field of reasonable supervision of the cor duct of its busi- 
ness, and would be equivalent to an appropriation of the property to public uses upon terms to which the 
carrier had in no way agreed. It does not aid the argument to urge that the State may permit the carrier 
to make good its loss by charges forother transportation. If other rates are exorbitant, they may be reduced 
Certainly, it could not be said that the carrier may be required to charge excessive rates to some in order that 
others might be served at a rate unreasonably low. That would be but arbitrary action. We cannot reach 
the conclusion that the rate in question is to be supported upon the ground of public policy if, upon the facts 
found, it should be deemed to be less than reasonable.”’ 

21 See, for example, C. Woody Thompson and Wendell R. Smith, Public Utility Economics (New York, 


McGraw-Hill, 1941), pp. 448-449. 
2 Ibid., pp. 443-444. 
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sion decisions denying permission to abandon have been reversed 
when the earnings situation failed to improve.** 

Internal subsidization would be equally contrary to past policy 
under the Civil Aeronautics Act, where neither Congress nor Bo 
has ever manifested any intention of putting such a program into 
effect. As a matter of fact, the Board was never given the power to 
order extensions of service to new routes, whether profitable or 
unprofitable. It is simply unthinkable that a program of regulation 
whose raison d’étre was internal subsidization should have been drawn 
up without the inclusion of this power (which, incidentally, had been 
given to the Interstate Commerce Commission with respect to railroads 
as early as 1920). If there are at present points or routes on air carrier 
systems that really do result in a burden on other traffic, they have 
resulted from mistakes rather than deliberate policy. These mistakes, 
in any, cannot now be reinterpreted as enlightened decisions and cited 
in support of restrictive regulation. 

Possibly some misinterpretation of precedent has arisen from the 
fact that many regulated businesses—in common with a great many 
that are not regulated—normally serve various classes of customer at 
prices which contribute respectively more or less than a pro rata share 
to the coverage of general overhead. So far from being a burden on 
the more profitable classes, however, this practice, since it permits the 
coverage of some of the overhead by purchases which would not be 
made at a price equal to fully allocated cost, is in general a means of 
relief for the former group, given normal profits for the firm as a whole. 

If a policy of internal subsidization should be adopted, it might 
well result in some saving of Government funds where some special 
necessity or political convenience dictated the continuance of a losing 
service. As has been indicated, the cost of supporting such a service 
would be neither magically erased nor shifted to the Skee of a 
public franchise. But this is not all. Because the higher price charged 
for the profitable service will in all probability result not only in excess 
earnings in this line but also in the loss of some traffic which would 
have traveled at a lower rate, the cost of support to the community. as 
a whole will almost surely be increased as compared with that sustained 
under a program of direct subsidization. This is because the decline 
in traffic involves some loss to the shipping or traveling public without 
any accompanying contribution to the earnings of the carrier. 

Finally, and perhaps of the greatest importance, there is the ques- 
tion of general precedent. If the argument for protective regulation 
to finance internal subsidization is accorded respectability in connec- 
tion with air transportation, it may be applied with great plausibility 
to a large number of industries with similar economic characteristics. 
The prospect is even less reassuring if there is general acceptance of 
the view that a price policy resulting in unequal per-unit contribu- 
tions to eked is evidence of the ‘‘normal’’ existence of internal 
subsidization. 





CONCLUSION AND RECOMMENDATIONS 





In sum, the arguments now fashionable in support of regulatory 
protection appear to be if anything less impressive than those current 
17 years ago; moreover, it appears that no more acceptable arguments 






2% This question is discussed at somewhat greater length in Lucile S. Keyes, ‘Passenger Fare Policies of 
the Civil Aeronautics Board,’ 18 Journal of Air Law and Commerce 46 (1951). 
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are about to present themselves. As evidence for this, we may cite 
the crucial importance now generally attributed to the internal sub- 
sidization argument by the proponents of protectionism. Consider, 
for example, the following statement in a recent study prepared by 
the staff of the Senate Commerce Committee (emphasis supplied) : 

Service which is not self-supporting can be continued only if it is supported, 


either by subsidy, or by the profits from routes which are self-supporting. That 
is the choice which must be made—unless service on non-self-supporting routes is 
to be abandoned. 

To abandon service on all routes which are not self-supporting would mean 
abandonment of the objectives of the Civil Aeronautics Act. If that were to be 
done, the whole system of regulation set up by the act should also be abandoned and 
the carriers, certificated and uncertificated, should be released from their present 
restraints and permitted to compete freely. Free enterprise should be permitted te 
determine the amount of competition and the service to be rendered.” 


On the other hand, there is no reason to suppose that the old and 
well-known case for free competition has lost any of its force in the 
interim,” or that the assignment of a protective aim to the regulators 
has become any more conducive to the proper functioning of either 
regulation or management.” Indeed, had there been any need for a 
specific demonstration of the benefits of free competition in air trans- 
portatioa, it would have been providentially fulfilled by the postwar 
experience with noncertificated carriers. Therefore, the Congress 
should promptly provide for the abolition of entry control geared to 
the protection of carrier revenues. 

It may well be that this aim can be most satisfactorily accomplished 
through a congressional policy declaration affecting the working criteria 
of the regulatory agency rather than through outright rescission of the 
certification requirement itself. As has been noted, this requirement 
may possibly prove in the long run to be the best available means of 
carrying out certain objectives other than protection. The power to 
withdraw authority to operate would appear to be a most effective 
weapon of enforcement for any type of regulation. In addition, as a 
strictly temporary expedient to decrease opposition on grounds of 
Government economy, it may be desirable to synchronize the removal 
of protection with the termination of need-rate subsidy in the various 
sectors of domestic air transport. Such a program might well be 
accomplished by a continuation of the Board’s powers of certification 
together with a progressive liberalization of their administration. 
Great care should be taken, however, to make congressional intent 
in such a policy declaration entirely clear, in order to minimize the 
chance that faulty administration might prevent the actual elimina- 
tion of all the anticompetitive elements of entry control. Moreover, 
no time should be lost in putting the new policy into effect: first, to 
insure the continuation of noncertificated services now operating on 
subsidy-free routes, and second, to avoid the possibility that the now 
self-supporting certificated carriers might slip back to a subsidized 
status before the Board should put an end to their eligibility for 
subvention. 


% Aviation Study prepared for the Committee on Interstate and Foreign Commerce, 8. Doc. 163, 83d 
Cong., 2d sess., 1955, p. 48. 

25 See, for example, Keyes, Federal Control of Entry Into Air Transportation, and ‘National Policy 
Toward Commercial A viation—Some Basic Problems,’’ 16 Journal of Air Law and Commerce 280 (1949). 

% This practice forfeits some of the main advantages of regulated private ownership as compared with 
Government ownership. On this point, see Lucile 8. Keyes,‘“‘Some Controversial Aspects of the Public 
Corporation,” Political Science Quarterly, March 1955. 
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The continuation of protection cannot be defended as a permanent 
or long-run method of reducing Government expenses in connection 
with any type of subsidy. With respect to international air transport, 
as the ACC report suggests, attention should immediately be 
directed to the formulation of a support program free from the objec- 
tionable features of that now in operation. The institution of this pro- 
gram on any given route might mark the most acceptable occasion 
for the removal of protection with respect to services on that route. 
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